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Establishing  a  special  committee  administered  by  the  Committee  on  Banking, 
Housing,  and  Urban  Affairs  to  conduct  an  investigation  involving 
Whitewater  Development  Corporation,  Madison  Guaranty  Savings  and 
Loan  Association,  Capital  Management  Services,  Inc.,  the  Arkansas  De- 
velopment Finance  Authority,  and  other  related  matters. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

May  17  (legislative  day,  May  15),  1995 

Mr.  D'AMATO  (for  himself  and  Mr.  Dole)  submitted  the  following  resolution; 
which  was  considered  and  agreed  to 


RESOLUTION 

Establishing  a  special  committee  administered  by  the  Com- 
mittee on  Banking,  Housing,  and  Urban  Affairs  to  eon- 
duct  an  investigation  involving  Whitewater  Development 
Corporation,  Madison  Guaranty  Savings  and  Loan  Asso- 
ciation, Capital  Management  Services,  Inc.,  the  Arkansas 
Development  Finance  Authority,  and  other  related 
matters. 

1  Resolved, 

2  SECTION  1.  ESTABLISHMENT  OF  SPECIAL  COMMITTEE. 

3  (a)  Establishment. — There  is  established  a  special 

4  committee  administered  by  the  Committee  on  Banking, 

5  Housing,  and  Urban  Affairs  to  be  known  as  the  "Special 


(1) 


2 

2 

1  Committee  to  Investigate  Whitewater  Development  Cor- 

2  poration  and  Related  Matters"  (hereafter  in  this  resolu- 

3  tion  referred  to  as  the  "special  committee"). 

4  (b)  PURPOSES. — The  purposes  of  the  special  commit- 

5  tee  are — 

6  (1)  to  conduct  an  investigation  and  public  hear- 

7  ings  into,  and  study  of,  whether  improper  conduct 

8  occurred  regarding  the  way  in  which  White  House 

9  officials  handled  documents  in  the  office  of  White 

10  House  Deputy  Counsel  Vincent  Foster  following  his 

1 1  death; 

12  (2)  to  conduct  an  investigation  and  public  hear- 

13  ings  into,  and  study  of,  the  following  matters  devel- 

14  oped  during,  or  arising  out  of,  the  investigation  and 

15  public    hearings    concluded    by    the    Committee    on 

16  Banking,  Housing,  and  Urban  Affairs  prior  to  the 

17  adoption  of  this  resolution — 

18  (A)    whether    any   person    has    improperly 

19  handled  confidential  Resolution  Trust  Corpora- 

20  tion  (hereafter  in  this  resolution  referred  to  as 

21  the   "RTC")    information   relating  to    Madison 

22  Guaranty    Savings    and    Loan    Association    or 

23  Whitewater  Development  Corporation,  including 

24  whether    any    person    has    improperly    commu- 


•SRES  120  ATS 


3 
3 

1  nicated    such    information    to    individuals    ref- 

2  erenced  therein; 

3  (B)  whether  the  White  House  has  engaged 

4  in  improper  contacts  with  any  other  agency  or 

5  department  in  the  Government  with  regard  to 

6  confidential  RTC  information  relating  to  Madi- 

7  son  Guaranty  Savings  and  Loan  Association  or 

8  Whitewater  Development  Corporation: 

9  (C)  whether  the  Department  of  Justice  has 

10  improperly  handled  RTC  criminal  referral:    re- 

1 1  lating  to  Madison  Guaranty  Savings  and  Loan 

12  Association    or   Whitewater    Development    Cor- 

1 3  poration; 

14  (D)  whether  RTC  employees  have  been  im- 

15  properly  importuned,   prevented,   restrained,   or 

16  deterred  in  conducting  investigations  or  making 

17  enforcement  recommendations  relating  to  Madi- 

18  son  Guaranty  Savings  and  Loan  Association  or 

19  Whitewater  Development  Corporation;  and 

20  (E)  whether  the  report  issued  by  the  Office 

21  of  Government  Ethics  on  July  31,  1994,  or  re- 

22  lated  transcripts  of  deposition  testimony — 

23  (i)  were  improperly  released  to  White 

24  House  officials  or  others  prior  to  their  tes- 

25  timony  before  the  Committee  on  Banking, 
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4 

4 

1  Housing,   and  Urban  Affairs  pursuant  to 

2  Senate  Resolution  229  (103d  Congress);  or 

3  (ii)    were    used    to    communicate    to 

4  White   House   officials    or   to    others   con- 

5  fidential     RTC     information     relating    to 

6  Madison  Guaranty  Savings  and  Loan  As- 

7  sociation  or  Whitewater  Development  Cor- 

8  poration; 

9  (3)  to  conduct  an  investigation  and  public  hear- 

10  ings  into,  and  study  of,  all  matters  that  have  any 

1 1  tendency  to  reveal  the  full  facts  about — 

12  (A)  the  operations,   solvency,   and  regula- 

13  tion  of  Madison  Guaranty  Savings   and  Loan 

14  Association,    and    any   subsidiary,    affiliate,    or 

15  other  entity  owned   or   controlled  by  Madison 

1 6  Guaranty  Savings  and  Loan  Association; 

17  (B)  the  activities,  investments,  and  tax  li- 

18  ability  of  Whitewater  Development  Corporation 

19  and,    as    related    to    Whitewater    Development 

20  Corporation,     of    its     officers,     directors,     and 

21  shareholders; 

22  (C)  the  policies  and  practices  of  the  RTC 

23  and  the  Federal  banking  agencies  (as  that  term 

24  is  defined  in  section  3  of  the  Federal  Deposit 

25  Insurance  Act)  regarding  the  legal  representa- 
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1  tion  of  such  agencies  with  respect  to  Madison 

2  Guaranty  Savings  and  Loan  Association; 

3  (D)  the  handling  by  the  RTC,  the  Office  of 

4  Thrift  Supervision,  the  Federal  Deposit  Insur- 

5  ance  Corporation,  and  the  Federal  Savings  and 

6  Loan  Insurance  Corporation  of  civil  or  adminis- 

7  trative  actions  against  parties  regarding  Madi- 

8  son  Guaranty  Savings  and  Loan  Association; 

9  (E)  the  sources  of  funding  and  the  lending 

10  practices  of  Capital  Management  Services,  Inc., 

1 1  and  its  supervision  and  regulation  by  the  Small 

12  Business  Administration,  including  any  alleged 

13  diversion  of  funds  to  Whitewater  Development 

14  Corporation; 

15  (F)    the   bond   underwriting  contracts  be- 

16  tween  Arkansas  Development  Finance  Author- 

17  ity  and  Lasater  &  Company;  and 

18  (G)  the  lending  activities  of  Perry  County 

19  Bank,  Perryville,  Arkansas,  in  connection  with 

20  the  1990  Arkansas  gubernatorial  election; 

21  (4)  to  make  such  findings  of  fact  as  are  war- 

22  ranted  and  appropriate; 

23  (5)   to   make  such  recommendations,   including 

24  recommendations   for  legislative,    administrative,   or 
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1  other  actions,  as  the  special  committee  may  deter- 

2  mine  to  be  necessary  or  desirable;  and 

3  (6)  to  fulfill  the  constitutional  oversight  and  in- 

4  formational  functions  of  the  Congress  with  respect 

5  to  the  matters  described  in  this  section. 

6  SEC.  2.  MEMBERSHIP  AND  ORGANIZATION  OF  THE  SPECIAL 

7  COMMITTEE. 

8  (a)  Membership. — 

9  (1)  In  GENERAL. — The  special  committee  shall 

10  consist  of — 

1 1  (A)    the    members    of   the    Committee    on 

12  Banking,  Housing,  and  Urban  Affairs:  and 

13  (B)  the  chairman  and  ranking  member  of 

14  the  Committee  on  the  Judiciary,  or  their  des- 

15  ignees  from  the  Committee  on  the  Judiciary. 

16  (2)   Senate  rule  xxv. — For  the  purpose  of 

17  paragraph  4  of  rule  XXV  of  the  Standing  Rules  of 

18  the  Senate,  service  of  a  Senator  as  the  chairman  or 

19  other  member  of  the  special  committee  shall  not  be 

20  taken  into  account. 

21  (b)  Organization  of  Special  Committee. — 

22  (i)  Chairman. — The  chairman  of  the  Commit- 

23  tee  on  Banking,  Housing,  and  Urban  Affairs  shall 

24  serve    as    the    chairman    of   the    special    committee 
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1  (hereafter    in    this    resolution    referred    to    as    the 

2  "chairman"). 

3  (2)  Ranking  member. — The  ranking  member 

4  of  the  Committee  on  Banking,  Housing,  and  Urban 

5  Affairs  shall  serve  as  the  ranking  member  of  the 

6  special  committee   (hereafter  in  this   resolution  re- 

7  ferred  to  as  the  "ranking  member'). 

8  (3)   Quorum. — A  majority  of  the  members  of 

9  the  special  committee  shall  constitute  a  quorum  for 

10  the  purpose  of  reporting  a  matter  or  recommenda- 

1 1  tion  to  the  Senate.  A  majority  of  the  members  of  the 

12  special  committee,   or  one-third  of  the  members  of 

13  the  special  committee  if  at  least  one  member  of  the 

14  minority  party  is  present,  shall  constitute  a  quorum 

15  for  the  conduct  of  other  business.  One  member  of 

16  the  special  committee  shall  constitute  a  quorum  for 

17  the  purpose  of  taking  testimony. 

18  (c)  Rules  and  Procedures. — Except  as  otherwise 

19  specifically  provided  in  this  resolution,  the  special  commit- 

20  tee's  investigation,  study,  and  hearings  shall  be  governed 

21  by  the  Standing  Rules  of  the  Senate  and  the  Rules  of  Pro- 

22  cedure  of  the  Committee  on  Banking,  Housing,  and  Urban 

23  Affairs.  The  special  committee  may  adopt  additional  rules 

24  or  procedures  not  inconsistent  with  this  resolution  or  the 

25  Standing  Rules  of  the  Senate  if  the  chairman  and  ranking 
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1  member  agree  that  such  additional  rules  or  procedures  are 

2  necessary  to  enable  the  special  committee  to  conduct  the 

3  investigation,  study,  and  hearings  authorized  by  this  reso- 

4  lution.  Any  such  additional  rules  and  procedures  shall  be- 

5  come    effective   upon    publication   in   the    Congressional 

6  Record. 

7  SEC.  3.  STAFF  OF  THE  SPECIAL  COMMITTEE. 

8  (a)  Appointments. — To  assist  the  special  committee 

9  in  the  investigation,  study,  and  hearings  authorized  by  this 

10  resolution,  the  chairman  and  the  ranking  member  each 

11  may  appoint  special  committee  staff,  including  consult- 

12  ants. 

13  (b)  Assistance  From  the  Senate  Legal  Coun- 

14  SEL. — To  assist  the  special  committee  in  the  investigation, 

15  study,  and  hearings  authorized  by  this  resolution,  the  Sen- 

16  ate  Legal  Counsel  and  the  Deputy  Senate  Legal  Counsel 

17  shall  work  with  and  under  the  jurisdiction  and  authority 

18  of  the  special  committee. 

19  (c)  Assistance  From  the  Comptroller  Gen- 

20  ERAL. — The  Comptroller  General  of  the  United  States  is 

21  requested  to  provide  from  the  General  Accounting  Office 

22  whatever  personnel  or  other  appropriate  assistance  as  may 

23  be  required  by  the  special  committee,  or  by  the  chairman 

24  or  the  ranking  member. 
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1  SEC.  4.  PUBLIC  ACTIVITIES  OF  THE  SPECIAL  COMMITTEE. 

2  (a)  L\  General. — Consistent  with  the  rights  of  per- 

3  sons  subject  to  investigation  and  inquiry,  the  special  com- 

4  mittee  shall  make  every  effort  to  fulfill  the  right  of  the 

5  public  and  the  Congress  to  know  the  essential  facts  and 

6  implications  of  the  activities  of  officials  of  the  United 

7  States  Government  and  other  persons  and  entities  with  re- 

8  spect  to  the  matters  under  investigation  and  study,  as  de- 

9  scribed  in  section  1. 

10  (b)  DUTIES. — In  furtherance  of  the  right  of  the  pub- 

11  he  and  the  Congress  to  know,  the  special  committee — 

12  (1)  shall  hold,  as  the  chairman  (in  consultation 

13  with  the  ranking  member)  considers  appropriate  and 

14  in  accordance  with  paragraph  5(b)  of  rule  XXVT  of 

15  the  Standing  Rules  of  the  Senate,  hearings  on  spe- 

16  cific  subjects,  subject  to  consultation  and  coordina- 

17  tion  with  the  independent  counsel  appointed  pursu- 

18  ant  to  chapter  40  of  title  28,  United  States  Code, 

19  in  Division  No.   94-1   (D.C.   Cir.  August  5,   1994) 

20  (hereafter  in  this  resolution  referred  to  as  "the  inde- 

21  pendent  counsel"); 

22  (2)  may  make  interim  reports  to  the  Senate  as 

23  it  considers  appropriate;  and 

24  (3)  shall  make  a  final  comprehensive  public  re- 

25  port  to  the  Senate  which  contains — 
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1  (A)  a  description  of  all  relevant  factual  de- 

2  terminations;  and 

3  (B)    recommendations    for    legislation,    if 

4  necessary. 

5  SEC.  5.  POWERS  OF  THE  SPECIAL  COMMITTEE. 

6  (a)  In  General. — The  special  committee  shall  do  ev- 

7  erything  necessary  and  appropriate  under  the  laws  and  the 

8  Constitution  of  the  United  States  to  conduct  the  investiga- 

9  tion,  study,  and  hearings  authorized  by  section  1. 

10  (b)  Exercise  of  Authority. — The  special  commit- 

1 1  tee  may  exercise  all  of  the  powers  and  responsibilities  of 

12  a  committee  under  rule  XXVI  of  the  Standing  Rules  of 

13  the  Senate  and  section  705  of  the  Ethics  in  Government 

14  Act  of  1978,  including  the  following: 

15  (1)  Subpoena  powers. — To  issue  subpoenas 

16  or  orders  for  the  attendance  of  witnesses  or  for  the 

17  production  of  documentary  or  physical  evidence  be- 

18  fore  the  special  committee.  A  subpoena  or  order  may 

19  be  authorized  by  the  special  committee  or  by  the 

20  chairman  with  the  agreement  of  the  ranking  mem- 

21  ber,  and  may  be  issued  by  the  chairman  or  any  other 

22  member  of  the  special  committee  designated  by  the 

23  chairman,  and  may  be  served  by  any  person  des- 

24  ignated  by  the  chairman  or  the  authorized  member 

25  anywhere  within  or  outside   of  the  borders  of  the 
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1  United  States  to  the  full  extent  permitted  by  law. 

2  The  chairman,  or  any  other  member  of  the  special 

3  committee,  is  authorized  to  administer  oaths  to  any 

4  witnesses  appearing  before  the  special  committee.  If 

5  a  return  on  a  subpoena  or  order  for  the  production 

6  of  documentary  or  physical  evidence  is  incomplete  or 

7  accompanied  by  an  objection,  the  chairman  (in  con- 

8  sultation  with  the  ranking  member)  may  convene  a 

9  meeting  or  hearing  to  determine  the  adequacy  of  the 

10  return  and  to  rule  on  the  objection.  At  a  meeting  or 

1 1  hearing  on  such  a  return,  one  member  of  the  special 

12  committee   shall   constitute   a   quorum.    The   special 

13  committee  shall  not  initiate  procedures   leading  to 

14  civil  or  criminal  enforcement  of  a  subpoena  unless 

15  the  person  or  entity  to  whom  the  subpoena  is  di- 

16  rected  refuses  to  produce  the  required  documentary 

17  or  physical  evidence  after  having  been  ordered  and 

18  directed  to  do  so. 

19  (2)    Compensation   authority. — To   employ 

20  and  fix  the  compensation  of  such  clerical,  investiga- 

21  tory,    legal,    technical,    and   other  assistants   as   the 

22  special  committee,  or  the  chairman  or  the  ranking 

23  member,  considers  necessary  or  appropriate. 
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1  (3)  Meetings. — To  sit  and  act  at  any  time  or 

2  place  during  sessions,  recesses,  and  adjournment  pe- 

3  nods  of  the  Senate. 

4  (4)  Hearings. — To  hold  hearings,  take  testi- 

5  mony  under  oath,  and  receive  documentary  or  phys- 

6  ical  evidence  relating  to  the  matters  and  questions  it 

7  is   authorized   to   investigate   or   study.   Unless   the 

8  chairman  and  the  ranking  member  otherwise  agree, 

9  the  questioning  of  a  witness  or  a  panel  of  witnesses 

10  at  a  hearing  shall  be  limited  to  one  initial  30-minute 

11  turn  each  for  the  chairman  and  the  ranking  mem- 

12  ber,  or  their  designees,  including  majority  and  mi- 

13  nority  staff,   and  thereafter  to   10-minute  turns  by 

14  each  member  of  the  special  committee  if  5  or  more 

15  members  are  present,   and  to   15 -minute  turns  by 

16  each  member  of  the  special  committee  if  fewer  than 

17  5  members  are  present.  A  member  may  be  permitted 

18  further   questions   of  the  witness   or  panel   of  wit- 

19  nesses,   either  by  using  time  that  another  member 

20  then  present  at  the  hearing  has  yielded  for  that  pur- 

21  pose  during  the  yielding  member's  turn,  or  by  using 

22  time  allotted  after  all  members  have  been  given  an 

23  opportunity  to  question  the  witness  or  panel  of  wit- 

24  nesses.  At  all  times,  unless  the  chairman  and  the 

25  ranking   member   otherwise    agree,    the    questioning 
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1  shall  alternate  back  and  forth  between  members  of 

2  the   majority   party   and   members   of  the   minority 

3  party.    In    their   discretion,    the   chairman    and    the 

4  ranking  member,  respectively,  may  designate  major- 

5  ity  or  minority  staff  to  question  a  witness  or  a  panel 

6  of  witnesses  at  a  hearing  during  time  yielded  by  a 

7  member  of  the  chairman's  or  the  ranking  member's 

8  party  then   present   at   the   hearing  for  his   or  her 

9  turn. 

10  (5)  Testimony  of  witnesses. — To  require  by 

1 1  subpoena  or  order  the  attendance,  as  a  witness  be- 

12  fore  the  special  committee  or  at  a  deposition,  of  any 

13  person  who  may  have  knowledge  or  information  con- 

14  cerning  any  of  the  matters  that  the  special  commit- 

1 5  tee  is  authorized  to  investigate  and  study. 

16  (6)  IMMUNITY. — To  grant  a  witness  immunity 

17  under  sections  6002  and  6005  of  title   18,  United 

18  States  Code,  provided  that  the  independent  counsel 

19  has  not  informed  the  special  committee  in  writing 

20  that  immunizing  the  witness  would  interfere  with  the 

21  ability   of  the    independent   counsel   successfully   to 

22  prosecute  criminal  violations.  Not  later  than  10  days 

23  before  the  special  committee  seeks  a  Federal  court 

24  order  for  a  grant  of  immunity  by  the  special  commit- 

25  tee,  the  Senate  Legal  Counsel  shall  cause  to  be  de- 
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1  livered  to  the  independent  counsel  a  written  request 

2  asking  the  independent  counsel  promptly  to  inform 

3  the  special  committee  in  writing  if,  in  the  judgment 

4  of  the  independent  counsel,  the  grant  of  immunity 

5  would  interfere  with  the  ability  of  the  independent 

6  counsel  successfully  to  prosecute  criminal  violations. 

7  The  Senate  Legal  Counsel's  written  request  of  the 

8  independent  counsel  required  by  this  paragraph  shall 

9  be  in  addition  to  all  notice  requirements  set  forth  in 

10  sections  6002  and  6005  of  title  18,  United  States 

1 1  Code. 

12  (7)    Depositions. — To   take   depositions   and 

13  other    testimony   under    oath    anywhere   within    the 

14  United  States,  to  issue  orders  that  require  witnesses 

15  to  answer  written  interrogatories  under  oath,  and  to 

16  make  application  for  the  issuance  of  letters  rogatory. 

17  All  depositions  shall  be  conducted  jointly  by  majority 

18  and  minority  staff  of  the  special  committee.  A  wit- 

19  ness  at  a  deposition  shall  be  examined  upon  oath  ad- 

20  ministered  by  a  member  of  the  special  committee  or 

21  an  individual  authorized  by  local  law  to  administer 

22  oaths,  and  a  complete  transcription  or  electronic  re- 

23  cording  of  the  deposition  shall  be  made.   Questions 

24  shall  be  propounded  first  by  majority  staff  of  the 

25  special  committee  and  then  by  minority  staff  of  the 
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1  special  committee.  Any  subsequent  round  of  ques- 

2  tioning  shall  proceed  in  the  same  order.  Objections 

3  by  the  witness  as  to  the  form  of  questions  shall  be 

4  noted  for  the  record.  If  a  witness  objects  to  a  ques- 

5  tion  and  refuses  to  answer  on  the  basis  of  relevance 

6  or  privilege,  the  special  committee  staff  may  proceed 

7  with  the  deposition,  or  may,   at  that  time  or  at  a 

8  subsequent  time,  seek  a  ruling  on  the  objection  from 

9  the  chairman.  If  the  chairman  overrules  the  objec- 

10  tion.  the  chairman  may  order  and  direct  the  witness 

1 1  to  answer  the  question,   but  the  special  committee 

12  shall  not  initiate  procedures  leading  to  civil  or  crimi- 

13  nal  enforcement  unless  the  witness  refuses  to  answer 

14  after  having  been  ordered  and  directed  to  answer. 

15  (8)  Delegations  to  staff. — To  issue  com- 

16  missions  and  to  notice  depositions  for  staff  members 

17  to  examine  witnesses  and  to  receive  evidence  under 

18  oath   administered  by  an   individual   authorized   by 

19  local  law  to  administer  oaths.  The  special  committee, 

20  or  the  chairman  with  the  concurrence  of  the  ranking 

21  member,  may  delegate  to  designated  staff  members 

22  of  the  special  committee  the  power  to  issue  deposi- 

23  tion  notices  authorized  pursuant  to  tins  paragraph. 

24  (9)  Information  from  other  sources. — To 

25  require  by  subpoena  or  order — 
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1  (A)  any  department,  agency,  entity,  officer, 

2  or  employee  of  the  United  States  Government; 

3  (B)  any  person  or  entity  purporting  to  act 

4  under  color  or  authority  of  State  or  local  law; 

5  or 

6  (C)  any  private  person,  firm,  corporation, 

7  partnership,  or  other  organization; 

8  to  produce  for  consideration  by  the  special  commit- 

9  tee  or  for  use  as  evidence  in  the  investigation,  study, 

10  or    hearings    of   the    special    committee,    any   book, 

1 1  check,  canceled  check,  correspondence,   communica- 

12  tion,  document,  financial  record,  paper,  physical  evi- 

13  dence,   photograph,   record,   recording,   tape,   or  any 

14  other   material    relating  to    any  of  the   matters   or 

15  questions  that  the  special  committee  is  authorized  to 

16  investigate  and  study  which  any  such  person  or  en- 

17  tity  may  possess  or  control. 

18  (10)  Recommendations  to  the  senate. — To 

19  make  to  the  Senate  any  recommendations,  by  report 

20  or  resolution,  including  recommendations  for  crimi- 

21  nal  or  civil  enforcement,  which  the  special  committee 

22  may  consider  appropriate  with  respect  to — 

23  (A)  the  willful  failure  or  refusal  of  any  per- 

24  son  to  appear  before  it,  or  at  a  deposition,  or 
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1  to  answer  interrogatories,  in  compliance  with  a 

2  subpoena  or  order; 

3  (B)   the  willful   failure   or  refusal   of  any 

4  person  to  answer  questions   or  give  testimony 

5  during  the  appearance  of  that  person  as  a  wit- 

6  ness  before  the  special  committee,  or  at  a  depo- 

7  sition,  or  in  response  to  interrogatories;  or 

8  (C)  the  willful  failure  or  refusal  of — 

9  (i)    any   officer    or    employee    of   the 

10  United  States  Government; 

11  (ii)  any  person  or  entity  purporting  to 

12  act  under  color  or  authority  of  State   or 

13  local  law;  or 

14  (iii)    any  private  person,   partnership, 

15  firm,  corporation,  or  organization; 

16  to  produce  before  the  special  committee,  or  at 

17  a  deposition,  or  at  any  time  or  place  designated 

18  by  the  committee,   any  book,   check,   canceled 

19  check,    correspondence,    communication,    docu- 

20  ment,  financial  record,  paper,  physical  evidence, 

21  photograph,    record,    recording,    tape,    or    any 

22  other  material  in  compliance  with  any  subpoena 

23  or  order. 
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1  (11)    Consultants. — To    procure    the    tem- 

2  porary  or  intermittent  services  of  individual  consult- 

3  ants,  or  organizations  thereof. 

4  (12)    Other   government   personnel. — To 

5  use,  on  a  reimbursable  basis  and  with  the  prior  con- 

6  sent  of  the  Government  department  or  agency  con- 

7  cerned,  the  services  of  the  personnel  of  such  depart- 

8  ment  or  agency. 

9  (13)  Other  congressional  staff. — To  use, 

10  with  the  prior  consent  of  any  member  of  the  Senate 

1 1  or  the  chairman  or  the  ranking  member  of  any  other 

12  Senate  committee  or  the  chairman  or  ranking  mem- 

13  ber  of  any  subcommittee  of  any  committee  of  the 

14  Senate,  the  facilities  or  services  of  the  appropriate 

15  members  of  the  staff  of  such  member  of  the  Senate 

16  or  other  Senate  committee  or  subcommittee,  when- 

17  ever  the  special  committee  or  the  chairman  or  the 

18  ranking  member  considers  that  such  action  is  nec- 

19  essary  or  appropriate  to  enable  the  special  commit- 

20  tee  to  conduct  the  investigation,  study,  and  hearings 

21  authorized  by  this  resolution. 

22  (14)    Access    to    information    and    evi- 

23  DENCE. — To    permit    any    members    of   the    special 

24  committee,    staff   director,    counsel,    or    other    staff 

25  members  or  consultants  designated  by  the  chairman 
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1  ,  or  the  ranking  member,  access  to  any  data,  evidence, 

2  information,  report,  analysis,  document,  or  paper — 

3  (A)  that  relates  to  any  of  the  matters  or 

4  questions  that  the  special  committee  is  author- 

5  ized  to  investigate  or  study  under  this  resolu- 

6  tion; 

7  (B)  that  is  in  the  custody  or  under  the 

8  control  of  any  department,  agency,  entity,  offi- 

9  cer,  or  employee  of  the  United  States  Govern- 

10  ment,   including  those  which   have   the   power 

1 1  under  the  laws  of  the  United  States  to  inves- 

12  tigate  any  alleged  criminal  activities  or  to  pros- 

13  ecute  persons  charged  with  crimes  against  the 

14  United  States  without  regard  to  the  jurisdiction 

15  or  authority  of  any  other  Senate  committee  or 

16  subcommittee;  and 

17  (C)  that  will  assist  the  special  committee 

18  to    prepare    for   or   conduct   the    investigation, 

19  study,  and  hearings  authorized  by  this  resolu- 

20  tion. 

21  (15)  Reports  of  violations  of  law. — To  re- 

22  port  possible  violations  of  any  law  to   appropriate 

23  Federal,  State,  or  local  authorities. 

24  (16)  Expenditures. — To  expend,  to  the  ex- 

25  tent  that  the  special  committee  determines  necessary 
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1  and  appropriate,  any  money  made  available  to  the 

2  special  committee  by  the  Senate  to  carry  out  this 

3  resolution. 

4  (17)  Tax  return  information. — To  inspect 

5  and  receive,  in  accordance  with  the  procedures  set 

6  forth  in  sections  6103(f)(3)  and  6104(a)(2)  of  the 

7  Internal  Revenue  Code  of  1986,  any  tax  return  or 

8  tax  return  information,  held  by  the  Secretary  of  the 

9  Treasury,  if  access  to  the  particular  tax-related  in- 

10  formation  sought  is  necessary  to  the  ability  of  the 

11  special  committee  to  carry  out  section  1(b)(3)(B). 

12  SEC.  6.  PROTECTION  OF  CONFIDENTIAL  INFORMATION. 

13  (a)   Nondisclosure. — No  member  of  the  special 

14  committee  or  the  staff  of  the  special  committee  shall  dis- 

15  close,  in  whole  or  in  part  or  by  way  of  summary,  to  any 

16  person  other  than  another  member  of  the  special  commit- 

1 7  tee  or  other  staff  of  the  special  committee,  for  any  purpose 

18  or  in  connection  with  any  proceeding,  judicial  or  otherwise, 

19  any  testimony  taken,  including  the  names  of  witnesses  tes- 

20  tifying,  or  material  presented,  in  depositions  or  at  closed 

21  hearings,  or  any  confidential  materials  or  information,  un- 

22  less  authorized  by  the  special  committee  or  the  chairman 

23  in  concurrence  with  the  ranking  member. 

24  (b)  Staff  Nondisclosure  Agreement. — All  mem- 

25  bers  of  the  staff  of  the  special  committee  with  access  to 
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1  confidential  information  within  the  control  of  the  special 

2  committee  shall,  as  a  condition  of  employment,  agree  in 

3  writing  to  abide  by  the  conditions  of  this  section  and  any 

4  nondisclosure  agreement  promulgated  by  the  special  com- 

5  mittee  that  is  consistent  with  this  section. 

6  (c)  Sanctions. — 

7  (1)   Member   sanctions. — The   case   of  any 

8  Senator  who  violates  the  security  procedures  of  the 

9  special   committee   may  be   referred   to   the   Select 

10  Committee  on  Ethics  of  the  Senate  for  investigation 

1 1  and  the  imposition  of  sanctions  in  accordance  with 

12  the  rules  of  the  Senate. 

13  (2)    Staff   SANCTIONS. — Any   member   of  the 

14  staff  of  the  special  committee  who  violates  the  secu- 

15  rity  procedures  of  the  special  committee  shall  imme- 

16  diately  be  subject  to  removal  from  office  or  employ- 

17  ment  with  the  special  committee  or  such  other  sanc- 

18  tion  as  may  be  provided  in  any  rule  issued  by  the 

19  special  committee  consistent  with  section  2(c). 

20  (d)  Staff  Defined. — For  purposes  of  this  section, 

21  the  term  "staff  of  the  special  committee"  includes — 

22  (1)  all  employees  of  the  special  committee; 

23  (2)  all  staff  designated  by  the  members  of  the 

24  special  committee  to  work  on  special  committee  busi- 

25  ness; 
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1  (3)  all  Senate  staff  assigned  to  special  commit- 

2  tee  business  pursuant  to  section  5(b)(13); 

3  (4)  all  officers  and  employees  of  the  Office  of 

4  Senate  Legal  Counsel  who  are  requested  to  work  on 

5  special  committee  business;  and 

6  (5)  all  detailees  and  consultants  to  the  special 

7  committee. 

8  SEC.  7.  RELATION  TO  OTHER  INVESTIGATIONS. 

9  (a)  PURPOSES. — The  purposes  of  this  section  are — 

10  (1)  to  expedite  the  thorough  conduct  of  the  in- 

11  vestigation,  study,  and  hearings  authorized  by  this 

12  resolution; 

13  (2)  to  promote  efficiency  among  all  the  various 

14  investigations    underway    in    all    branches    of    the 

15  United  States  Government;  and 

16  (3)  to  engender  a  high  degree  of  confidence  on 

17  the  part  of  the  public  regarding  the  conduct  of  such 

18  investigation,  study,  and  hearings. 

19  (b)  Special  Committee  Actions. — To  carry  out 

20  the  purposes  stated  in  subsection  (a),  the  special  commit- 

2 1  tee  is  encouraged — 

22  (1)   to  obtain  relevant  information  concerning 

23  the  status  of  the  investigation  of  the  independent 

24  counsel,  to  assist  in  establishing  a  hearing  schedule 

25  for  the  special  committee;  and 
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1  (2)  to  coordinate,  to  the  extent  practicable,  the 

2  activities  of  the  special  committee  with  the  investiga- 

3  tion  of  the  independent  counsel. 

4  SEC.  8.  SALARIES  AND  EXPENSES. 

5  A  sum  equal  to  not  more  than  $950,000  for  the  pe- 

6  riod  beginning  on  the  date  of  adoption  of  this  resolution 

7  and  ending  on  February  29,  1996,  shall  be  made  available 

8  from  the  contingent  fund  of  the  Senate  out  of  the  Account 

9  for  Expenses  for  Inquiries  and  Investigations  for  payment 

10  of  salaries  and  other  expenses  of  the  special  committee 

11  under  this  resolution,  which  shall  include  not  more  than 

12  $750,000  for  the  procurement  of  the  services  of  individual 

13  consultants  or  organizations  thereof,  in  accordance  with 

14  section  5(b)(ll).  Payment  of  expenses  shall  be  disbursed 

15  upon  vouchers  approved  by  the  chairman,   except  that 

16  vouchers  shall  not  be  required  for  the  disbursement  of  sal- 

17  aries  paid  at  an  annual  rate. 

18  SEC.  9.  REPORTS;  TERMINATION. 

19  (a)  Completion  of  Duties. — 

20  (1)  In  GENERAL. — The  special  committee  shall 

21  make  every  reasonable  effort  to  complete,  not  later 

22  than  February  1,  1996,  the  investigation,  study,  and 

23  hearings  authorized  by  section  1. 

24  (2)  Evaluation  op  progress. — The  special 

25  committee  shall  evaluate  the  progress  and  status  of 
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1  the  investigation,  study,  and  hearings  authorized  by 

2  section   1   and,   not  later  than  January   15,    1996, 

3  make  recommendations  with  respect  to  the  author- 

4  ization  of  additional   funds   for  a  period  following 

5  February  29,    1996.   If  the   special   committee   re- 

6  quests  the  authorization  of  additional  funds  for  a  pe- 

7  riod    following    February    29,    1996,    the    Majority 

8  Leader  and  the  Democratic  Leader  shall  meet  and 

9  determine  the  appropriate  timetable  and  procedures 

10  for  the  Senate  to  vote  on  any  such  request. 

1 1  (b)  Final  Report. — 

12  (1)  Submission. — The  special  committee  shall 

13  promptly  submit  a  final  public  report  to  the  Senate 

14  of  the  results  of  the  investigation,  study,  and  hear- 

15  ings  conducted  by  the  special  committee  pursuant  to 

16  this  resolution,  together  with  its  findings  and  any 

17  recommendations. 

18  (2)   Confidential  information. — The  final 

19  report  of  the  special  committee  may  be  accompanied 

20  by  such  confidential  annexes  as  are  necessary  to  pro- 

21  tect  confidential  information. 

22  (3)  Conclusion  of  business. — After  submis- 

23  sion  of  its  final  report,  the  special  committee  shall 

24  promptly  conclude  its  business  and  close  out  its  af- 

25  fairs. 
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1  (c)  RECORDS. — Upon  the  conclusion  of  the  special 

2  committee's  business  and  the  closing  out  of  its  affairs,  all 

3  records,  files,  documents,  and  other  materials  in  the  pos- 

4  session,  custody,  or  control  of  the  special  committee  shall 

5  remain  under  the  control  of  the  Committee  on  Banking, 

6  Housing,  and  Urban  Affairs. 

7  SEC.  10.  COMMITTEE  JURISDICTION  AND  RULE  XXV. 

8  The  jurisdiction  of  the  special  committee  is  granted 

9  pursuant  to  this  resolution,  notwithstanding  the  provisions 

10  of  paragraph  1  of  rule  XXV  of  the  Standing  Rules  of  the 

1 1  Senate  relating  to  the  jurisdiction  of  the  standing  commit- 

12  tees  of  the  Senate. 

O 
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Hnited  States  Senate 

COMMITTEE  CN  3ANK!NG.  nOUSING.  ANO 
LR8AN  AFrAiRS 

WASHINGTON.  DC  20510-^5075 


*NOCH**   CObNSIL 


July  11,  1995 


BY  FACSIMILE  AND  FIRST-CLASS  MAIL 

Kenneth  W.  Starr,  Esquire 

Office  of  the  Independent  Counsel 

Two  Financial  Centre 

10825  Financial  Centre  Parkway,  Suite  134 

Little  Rock.  AR   72211 


Dear  Judge  Starr: 

We  are  writing  on  behalf  of  the  Chairman  and  Ranking  Member  oi  the  Special 
Committee  to  Investigate  Whitewater  Development  Corporation  and  Related  Matters  to 
request  that  you  provide  the  information  described  below  to  the  Special  Committee.    All  of 
the  information  we  are  requesting  is  important  to  the  Special  Committee's  hearings  on  the 
handling  of  documents  in  Vincent  Foster's  office  following  his  death.    These  hearings  are 
scheduled  to  begin  on  July  18,  1995,  so  we  ask  that  you  address  our  requests  at  your  earliest 
opportunity. 

There  is  a  substantial  conflict  in  deposition  testimony  that  Margaret  Williams  and  . 
Henry  O'Neill  have  provided  to  the  Special  Committee  regarding  whether  or  not  Ms. 
Williams  removed  documents  or  other  materials  from  the  White  House  Counsel  Office  suite 
on  the  night  of  July  20,  1993.    We  understand  that  both  witnesses  have  been  interviewed  by 
the  FBI  regarding  the  handling  of  documents  in  Mr.  Foster's  office  in  connection  with 
investigations  conducted  by  Mr.  Fiske  and  by  you.    Indeed,  we  understand  that  on  five  or 
more  occasions  in  1994  and  1995  FBI  agents  working  for  the  Office  of  the  Independent 
Counsel  interviewed  Mr.  O'Neill  regarding  his  observations  on  the  night  of  July  20,  1993. 

We  anticipate  that  Ms.  Williams  and  Officer  O'Neill  both  will  be  witnesses  at  the 
Special  Committee's  hearings  this  month  and  that  the  Special  Committee  will  need  all 
available  information  ;o  consider  the  conflicts  in  their  testimony.    We  thus  request  that  you 
provide  the  Special  Committee  with  copies  of  all  FD-302  reports  and  FBI  interview  notes 
from  all  relevant  FBI  interviews  of  Ms.  Williams  and  Officer  O'Neill. 
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Kenneth  W7.  Starr.  Esquire 
July  11.  1995 
Page  2 

We  also  understand  that  one  or  more  persons  working  under  the  auspices  of  the  Ot'fice 
of  the  Independent  Counsel  has  administered  a  polygraph  examination  ;o  Margaret  Williams 
regarding  matters  relevant  to  the  Special  Committee's  current  inquiry     According  to  press 
reports,  the  polygraph  examination  indicated  that  Ms.  Williams  was  not  being  deceptive  when 
she  stated  that  she  did  not  remove  documents  or  other  materials  from  Mr.  Foster's  office  on 
the  night  of  July  20,  1993. 

We  recognize  that  you  may  not  wish  to  provide  the  report  of  the  polygraph  examiner 
to  the  Special  Committee,  however,  we  request  that  you  provide  us  with  the  questions  asked 
and  the  answers  given  together  with  the  expert's  conclusion  regarding  truthfulness  as  to  each. 

Thank  you  very  much  for  your  prompt  attention  to  these  requests. 

^7  Sincerely^ours. 

Richard  Ben-Veniste 
Democratic  Special  Counsel 
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lanital  States  Senate 

COMMITTEE  CN  BANKING.  HOUSING.  AND 

URBAN  AFrAlflS 

WASHINGTON.  DC  205 10-6075 


Julv  13.  1995 


BY  FACSIMILE  .AND  FIRST-CLASS  MAIL 

Kenneth  W.  Starr.  Esquire 

Office  of  the  Independent  Counsel 

Two  Financial  Centre 

10825  Financial  Centre  Parkway.  Suite  134 

Little  Rock.  Arkansas  7221 1 

Dear  Judge  Starr: 

On  behalf  of  all  of  the  members  of  the  Special  Committee  to  Investigate  Whitewater 
Development  Corporation  and  Related  Matters,  we  write  ;o  reiterate  the  requests  made  by  our 
Special  Counsel  by  letter  of  July  11.  1995.    A  copy  of  that  letter  is  enclosed  for  your 
convenience. 

As  you  may  know,  the  Special  Committee's  hearings  are  now  ongoing,  and  both 
Officer  O'Neill  and  Ms.  Williams  are  scheduled  to  testify  within  the  next  several  days.    We 
ask  that  you  provide  the  requested  materials  at  your  earliest  convenience. 

Thank  vou  verv  much. 


Sincerelv  vours. 


Paul  S.  Sarbanes 
Ranking  Member 


Wffnsj  D'Amato 
Chairman 


Enclosure 
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Office  of  the  Independent  Counsel 

1001  Pennsylvania  Avenue.  .V  IV 
Suite  490-Xorth 
Washington.  D  C   20004 
■2021  SHS6SS 
Fai    2O2ISU-SS02 


Julv  19.  1995 


The  Honorable  Alfonse  M.  D'Amato 

The  Honorable  Paul  S.  Sarbanes 

United  States  Senate 

Committee  on  Banking,  Housing  and  Urban  Affairs 

Washington,  DC  205 10 


Dear  Chairman  D'Amato  and  Senator  Sarbanes: 


We  have  received  your  letter  of  July  18.  which  incorporates  by  reference  the  letter  of  July 
1 1  sent  to  this  Office  by  Mr.  Chertoff  and  Mr.  Ben-Veniste  on  behalf  of  the  Committee.  We 
have  given  your  request  considerable  thought  in  view  of  the  importance  of  our  respective 
obligations. 

In  connection  with  the  Committee's  investigation  into  the  handling  of  documents  of 
former  Deputy  Counsel  to  the  President  Vincent  W.  Foster.  Jr..  the  Committee  has  requested  that 
this  Office  provide  the  Committee  with  reports  of  interviews  of  Henry  O'Neill  and  Margaret 
Williams  that  were  conducted  by  this  Office  and  by  Mr.  Fiske's  Office.  In  addition,  the 
Committee  has  requested  a  copy  of  a  particular  polygraph  report,  or  at  least  of  questions  asked 
during  a  particular  polygraph  examination.  Finally,  the  Committee  has  requested  permission  to 
ask  an  individual  employed  by  the  FBI  Laboratory  questions  about  the  work  he  has  performed 
for  the  Independent  Counsel. 

We  respectfully  decline  these  requests.  As  we  have  informed  the  Committee  on  this  and 
previous  occasions,  we  will  not  disclose  to  the  Congress  any  investigative  work  product  from  this 
active  and  ongoing  investigation.  As  you  know,  we  must  abide  by  the  strictures  of  grand  jury 
secrecy  contained  in  Federal  Rule  of  Criminal  Procedure  6(e).  In  addition,  our  position  that  we 
will  not  disclose  to  the  Congress  any  investigative  work  product  from  an  open  investigation 
represents  sound  policy  that  is  deeply  rooted  in  the  history  and  tradition  of  this  Nation.  See 
generally  Memorandum  for  Oliver  B.  Revell  Re:  Congressional  Requests  for  Information  from 
Inspectors  General  Concerning  Open  Criminal  Investigations,  Op.  Off.  Legal  Counsel,  at  5 
(March  24,  1989)  ("the  policy  and  practice  of  the  executive  branch  throughout  our  Nation's 
history  has  been  to  decline,  except  in  extraordinary  circumstances,  to  provide  committees  of 
Congress  with  access  to,  or  copies  of,  open  law  enforcement  files.  No  President,  to  our 
knowledge,  has  departed  from  this  position  affirming  the  confi dentiality  and  privileged  nature  of 
open  law  enforcement  files").  We  will  adhere  to  this  deeply  rooted  tradition,  and  therefore  we 
are  constrained,  with  respect,  to  decline  each  of  the  above  requests. 
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We  note,  moreover,  that  our  policy  on  these  issues  is  not  based  on  whether  the  requested 
information  is  exculpatory  or  incriminating,  but  rather  is  made  in  accordance  with  long-standing 
Department  of  Justice  policy  to  protect  the  internal  work  of  this  Office  with  respect  to  an  active 
and  ongoing  investigation  and  to  protect  the  privacy  of  individuals. 

Separately,  through  Mr.  Chertoff  and  Mr.  Ben-Veniste,  the  Committee  had  also  requested 
the  use  of  Mr.  Foster's  briefcase.  As  an  accommodation  to  the  Committee's  investigative  needs, 
we  provided  the  briefcase  to  the  Committee.  Such  pre-existing  material,  which  was  neither 
created  nor  modified  by  this  Office  or  Mr.  Fiske's  office,  is  in  our  view  readily  distinguished 
from  investigative  work  product.  Moreover,  in  circumstances  where  such  material  cannot  be 
obtained  from  any  other  source  and  where  disclosure  of  it  would  not  hinder  or  impede  our 
ongoing  investigation,  we  believe  it  appropriate  to  disclose  such  material  to  the  Committee  upon 
its  joint  request. 

In  sum,  the  question  whether  and  under  what  conditions  a  law  enforcement  agency  such 
as  this  Office  can  and  should  provide  information  to  Congress  relating  to  an  open  criminal 
investigation  entails  a  delicate  balancing  of  numerous  competing  concerns.  With  respect  to  the 
Foster  documents  investigation,  we  have  balanced  the  competing  concerns  and  formulated  the 
above  policy.  In  so  doing,  we  have  been  advised  by  Ethics  Counsel  Samuel  Dash.  We  have 
adhered  to  this  policy  thus  far,  and  we  intend  to  continue  to  do  so.  We  do  not  believe,  moreover, 
that  there  has  been  any  inconsistency  in  our  responses  to  the  Committee's  joint  requests. 

Thank  you  for  your  cooperation.  Please  do  not  hesitate  to  contact  me  if  you  have  any 
questions. 

Respectfully  yours. 


Kenneth  W.  Stan- 
Independent  Counsel 
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Office  of  the  Independent  Counsel 

1001  Pennsylvania  Avenue.  N.W. 
Suite  490-North 
Washington,  DC.  20004 
(202)  5I4-S688 
Fax  (202)  5 14-8802 


August    3,    1995 

The  Honorable  Alfonse  M.  D'Amato 

The  Honorable  Paul  S .  Sarbanes 

United  States  Senate 

Committee  on  Banking,  Housing  and  Urban  Affairs 

Washington,  DC   20510 

Dear  Mr.  Chairman  and  Senator  Sarbanes: 

We  have  received  your  letter  of  July  31,  which  renews  the 
Special  Committee's  earlier  requests  that  this  Office  provide  the 
Special  Committee  copies  of  all  FD-302  reports  and  notes  from  all 
interviews  of  Margaret  Williams  and  Henry  O'Neill  conducted  by 
this  Office  and  Mr.  Fiske's  Office. 

We  deeply  appreciate  the  importance  of  Congress's  oversight 
authority  and  the  constitutional  underpinnings  of  that  power;  to 
that  end,  we  have  attempted  to  accommodate  the  Committee  in 
executing  its  oversight  duties.   We  likewise  recognize  the 
Special  Committee's  particular  interest  in  obtaining  any 
information  that  might  shed  light  on  whether  the  Senate  testimony 
of  Officer  O'Neill  and  Ms.  Williams  is  consistent  with  their 
prior  statements  to  law  enforcement  officials.   Nevertheless, 
after  careful  reflection,  we  are  constrained  to  adhere  to  our 
firmly-held  position  that  we  cannot  in  conscience  disclose  to 
Congress  any  investigative  work  product  from  our  active  and 
ongoing  investigations.   Therefore,  we  again  respectfully  decline 
the  Committee's  request. 

As  we  stated  in  our  letter  to  you  of  July  19,  our  position 
reflects  a  time-honored  policy  first  expressed  by  President 
Washington  and  subsequently  reaffirmed  by  or  on  behalf  of 
Presidents  Jefferson,  Jackson,  Lincoln,  Theodore  Roosevelt, 
Franklin  Roosevelt,  and  Eisenhower,  among  others.   See  "History 
of  Refusals  by  Executive  Branch  Officials  to  Provide  Information 
Demanded  by  Congress"  (Part  I)  ,  6  Op.  O.L.C.  751  (1982)  ..  The 
reason  for  this  policy  is  as  simple  as  it  is  fundamental:   the 
Executive  Branch  is  obligated  to  protect  its  Article  II 
responsibility  to  prosecute  the  laws  fully  and  fairly.   If 
Congress  is  apprised  of  details  of  an  investigation  while  that 
investigation  is  ongoing,  there  is  a  distinct  danger  that 
congressional  pressures  will  influence,  or  will  be  perceived  to 
influence,  the  course  of  that  investigation.   Accordingly,  the 


33 

The  Honorable  Alfonse  M.  D'Amato 
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Page  2 

Executive  Branch  has,  as  a  matter  of  course,  declined  to  provide 
Congress  with  access  to,  or  copies  of,  open  law  enforcement 
files.  See  generally.  Memorandum  for  Oliver  B.  Revell,  Re: 
Congressional  Requests  for  Information  from  Inspectors  General 
Concerning  Open  Criminal  Investigations,  Op.  O.L.C.,  at  5  (March 
24,  1989) . 

Attorney  General  Robert  H.  Jackson  addressed  this  very  issue 
over  50  years  ago.   Recognizing  the  competing  interests  of  both 
Congress  and  the  Executive  Branch  where  the  dissemination  of 
investigative  materials  was  at  stake,  then-Attorney  General 
Jackson  concluded: 

It  is  the  position  of  [the]  Department  [of  Justice] , 
restated  now  with  the  approval  of  and  at  the  direction  of 
the  President,  that  all  investigative  reports  are 
confidential  documents  of  the  executive  department  of  the 
Government,  to  aid  in  the  duty  laid  upon  the  President  by 
the  Constitution  to  "take  care  that  the  laws  be  faithfully 
executed, "  and  that  congressional  or  public  access  to  them 
would  not  be  in  the  public  interest. 

Disclosure  of  the  reports  could  not  do  otherwise  than 
seriously  prejudice  law  enforcement.   Counsel  for  a 
defendant  or  prospective  defendant,  could  have  no  greater 
help  than  to  know  how  much  or  how  little  information  the 
Government  has,  and  what  witnesses  or  sources  of  information 
it  can  rely  upon.   This  is  exactly  what  these  reports  are 
intended  to  contain. 

40  Op.  Att'y  Gen.  45,  46  (1941).   In  short,  the  Executive  Branch 
"cannot  effectively  investigate  if  Congress  is,  in  a  sense,  a 
partner  in  the  investigation."   Memorandum,  for  Edward  h.    Morgan, 
Deputy  Counsel  to  the  President,  from  Thomas  E.  Kauper,  Deputy 
Assistant  Attorney,  Office  of  Legal  Counsel  (Dec.  19,  1969). 

The  concerns  articulated  by  Justice  Jackson  are  as  valid  now 
as  they  were  at  the  dawn  of  World  War  II.   Moreover,  the 
disclosure  of  investigative  materials  presents  other  perils  to 
law  enforcement  that  are  similarly  compelling.   Consider,  for 
example,  the  following:   sensitive  law  enforcement  techniques, 
methods  and  strategies  may  be  revealed;  witnesses  may  be 
"chilled"  from  speaking  with  law  enforcement  officers  for  fear  of 
embarrassment  or  personal  safety;  and  law  enforcement  officers 
themselves  may  be  reluctant  to  express  candidly  their  views  and 
recommendations  on  controversial  and  sensitive  matters  if  these 
views  could  be  exposed  to  public  scrutiny  by  Congress  upon 
request.   See  generally.  Memorandum  for  the  Deputy  Attorney 
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General  from  Robert  B.  Shanks,  Deputy  Assistant  Attorney  General, 
Office  of  Legal  Counsel,  Re:  Congressional  Subpoenas  of 
Department  of  Justice  Investigative  Files  14-20  (Oct.  17,  1984) ; 
United  States  v.  Nixon.  418  U.S.  683,  at  705  (1974)  ("[H]uman 
experience  teaches  that  those  who  expect  public  dissemination  of 
their  remarks  may  well  temper  candor  with  a  concern  for 
appearances  and  for  their  own  interest  to  the  detriment  of  the 
decision-making  process."). 

As  we  have  previously  stated,  our  policy  against  disclosing 
investigative  material  does  not  hinge  on  whether  the  requested 
material  is  exculpatory  or  incriminating.   Nor  do  we  believe  that 
this  policy  can  or  should  be  reevaluated  based  on  the  course  of 
congressional  proceedings.   Indeed,  with  respect  to  the  Special 
Committee's  request,  we  would  be  setting  a  dangerous  precedent 
were  we  to  release  FD-302  reports  or  any  other  prior  statements 
made  to  law  enforcement  officials  whenever  there  is  speculation 
that  such  statements  contain  inconsistencies  with  testimony  taken 
before  the  Senate. 

We  hasten  to  recognize  that  there  have  been  instances  deemed 
to  constitute  extraordinary  circumstances  in  which  federal  law 
enforcement  disclosed  to  Congress  certain  investigative 
information.   See,  e.g..  Letter  to  John  D.  Dingell,  Chairman, 
Subcommittee  on  Oversight  and  Investigations,  House  Committee  on 
Energy  and  Commerce,  from  William  French  Smith,  Attorney  General, 
6  Op.  O.L.C.  31,  at  103  (1982)  (regarding  request  for  open  law 
enforcement  investigative  files  of  the  Environmental  Protection 
Agency) .   However,  after  reviewing  the  present  circumstances  with 
the  aid  and  consultation  of  our  Ethics  Counsel  Professor  Samuel 
Dash,  we  believe  that  relevant  authority  and  tradition  guides  us 
to  one  conclusion  --  this  Office's  interest  and  obligation  to 
protect  the  confidentiality  of  its  open  investigation::  is 
paramount  in  this  instance.   We  must,  accordingly,  respectfully 
decline  the  Special  Committee's  request. 


Kenneth  W.  Starr 
Independent  Counsel 


35 


/*C^  A<*&C       /fU-^a  /iU^j-ty,       *ts/     ^^-A^<-  .->., 


ST     00C0032 


36 

U.S.  Department  of  Justice 

Federal  Bureau  of  Investigation 


Washington.  D  C.  :053S 


Robert  J.  Giuffra,  Jr. 
Committee  on  Banking,  Housing 

and  Urban  Affairs 
United  States  Senate 
Washington,  D.C. 

Dear  Mr.  Giuffra: 

The  Office  of  the  Independent  Counsel  (OIC)  has 
communicated  to  the  FBI  the  reguest  of  the  Special  Committee  to 
Investigate  Whitewater  Development  Corporation  and  Related 
Matters  that  the  FBI  provide  the  Committee  with  certain 
information  regarding  latent  print  analysis  conducted  on  a  set  of 
Rose  Law  Firm  records  submitted  to  the  FBI  by  the  OIC.   We  have 
received  copies  of  your  May  23,  1996  letter  to  the  OIC  and  a 
clarifying  letter  of  the  same  date  from  the  Deputy  Independent 
Counsel  to  you.   We  understand  the  reguest  to  relate  to  records 
submitted  to  the  FBI  that  bear  Bates  Stamp  numbers  DEK  01493  6 
through  DEK  01504  9. 

Based  upon  the  above-referenced  communications,  we 
are  responding  to  the  four  questions  set  out  in  your  letter  of 
May  23,  1996.   The  responses,  which  correspond  by  paragraph 
number  to  your  questions,  are  as  follows: 

1.  Yes.  Latent  fingerprints  of  Hillary  Rodham  Clinton  and 
Vincent  W.  Foster,  Jr.  have  been  found  on  the  Rose  Law  Firm 
records. 

2.  The  Bates  Stamp  numbers  of  the  documents  with  the  latent 
prints  of  Hillary  Rodham  Clinton  and  Vincent  W.  Foster,  Jr. ,  and 
the  location  of  the  prints  on  each  page,  are  as  follows: 

Hillary  Rodham  Clinton: 

One  fingerprint  located  on  the  front  lower  right  corner 
at  the  edge  of  page  DEK  014945 

One  fingerprint  located  on  the  front  bottom  near  the 
left  edge  of  page  DEK  014950 
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Vincent  W.  Foster.  Jr.  : 

One  fingerprint  on  the  front  lower  right 
corner  of  page  DEK  014969 

One  fingerprint  on  the  front  lower  right  side 
(left  of  entry  line  #62)  of  page  DEK  014990 

One  fingerprint  on  the  front  lower  right  side 
(left  of  entry  line  #66)  of  page  DEK  014994 

One  fingerprint  on  the- front  upper  right 
corner  of  page  DEK  015030 

3.   Yes.   Latent  prints  of  the  following  individuals  have  been 
found  on  the  Rose  Law  Firm  records:   Mildred  C.  Alston,  Sandra 
Hatch,  Carolyn  Huber  and  Marc  Rolfe.   The  Bates  Stamp  numbers  of 
the  documents  with  the  latent  prints  of  Mildred  C.  Alston,  Sandra 
Hatch,  Carolyn  Huber  and  Marc  Rolfe,  and  the  location  of  the 
prints  on  each  page,  are  as  follows: 

Mildred  C.  Alston: 

One  palm  print  located  on  the  front  top  edge  of  the 
right  side  of  page  DEK  014936 

Sandra  Hatch: 

Three  fingerprints  on  page  DEK  01502  5,  as 
follows: 

Two  fingerprints  on  the  back  lower  right  bottom  of 

page 

One  fingerprint  on  the  back  middle  right  edge  of 

page 

Carolyn  Huber: 

One  fingerprint  on  the  back  upper  right  edge 
(entry  line  #12)  of  page  DEK  014953 

One  fingerprint  on  the  back  upper  right 
corner  at  the  right  edge  of  page  DEK  014978 

One  fingerprint  on  the  front  right  center 
edge  of  page  DEK  014981 

One  fingerprint  on  the  back  right  center  edge 
of  page  DEK  014937 
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One  fingerprint  on  the  front  lower  left  side 
at  the  edge  of  page  DEK  014992 

One  fingerprint  on  the  back  upper  right  side 
of  page  DEK  014998 

Marc  Rolfe: 

Three  fingerprints  and  one  palm  print  on  page 
DEK  014936,  as  follows: 

Fingerprint  on  the  front  left  top  of  page  (above  the 
word  Guaranty) 

Fingerprint  on  the  front  bottom  right  center  edge  of 
page 

Fingerprint  on  the  front  left  side  edge  of  page 
(adjacent  entry  line  #18) 

Palm  print  on  the  front  left  side  (right  of  entry 
J's  13  through  33) 

One  fingerprint  on  the  back  upper  right 
corner  of  page  DEK  014949 

One  fingerprint  on  the  back  upper  right 
corner  of  page  DEK  014976 

One  fingerprint  on  the  back  upper  center 
along  the  crease  of  page  DEK  014985 

One  fingerprint  on  the  back  right  upper 
center  (entry  line  #21)  of  page  DEK  015010 

Ten  Fingerprints  on  page  DEK  015011,  as  follows: 

Two  fingerprints  on  the  front  upper  left  corner  of 
page 

♦   One  fingerprint  on  the  front  upper  center  of  page 

Two  fingerprints  on  the  front  left  center/side  of 
page 

Two  fingerprints  on  the  front  lower  left  side  of 
page 
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One  fingerprint  on  the  back  upper  left  corner 
of  page 

Two  fingerprints  on  the  back  upper  right 
corner  of  page 

Seven  fingerprints  on  page  DEK  015012,  as  follows: 

One  fingerprint  or.  the  back  upper  right  corner  of 
page 

Two  fingerprints  on  the  back  upper  right  top  of  page 

Four  fingerprints  on  the  back  right  middle  edge  of 
page 

One  fingerprint  on  the  back  right  center  edge 
of  page  DEK  015045 

Eleven  fingerprints  on  page  DEK  015049,  as  follows: 

Six  fingerprints  on  the  back  upper  right  center  of 
page 

Three  fingerprints  on  the  back  right  middle  edge  of 
page 

Two  fingerprints  on  the  back  lower  left  edge  of  page 


No. 


Sincerely  yours, 

John  E.  Collingwood 
Inspector  in  Charge 
Office  of  Public  and 
Congressional  Affairs 

By:   Margaret  R.  Owens 
Unit  Chief 


^)-   Richard  Ben-Veniste 

Minority  Special  Counsel 


FROM : 
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MEMORANDUM 


Clark  Walton 


Jean  3rennan  \£> 


DATE:      Deceafcer  11,  1991 
SUBJECT:   Referral  Schedule 
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lowing  schedule  will  reflec 
s  investigations  for  which 

FFSL/Paragould 
Savers/Little  Rock 
Capital/Little  Rock 
First  Fed/Little  Rock 
First  Am. /Fayetteville 
First  Fed/Fayetteville 
Home  Fed/Mountain  Home 
1st  State/Mountain  Home 
Landmark/Hot  Springs 
First  Fed/Malvern 
Madison/Little  Reck 
Comnonwea lth /Osceola 
Texarkana  Fed/Texarkana 

Steve  Irons,  FBI,  Little  Reck .  requested  that  Savers  and,  Capital  fce 
reviewed  during  the  first  quarter  of  1992,  which  would  assise  in 
their  investigative  efforts  and.  possibly  provide  additional 
information  regarding  Del  Chandler,  who  will  probably  be  indictee 
this  month.  In  addition,  the  investigation  of. Savers  will  show 
Louis  G.\  Reese  to  be  a  player  in  several  loans,  and  SA  -  Irons 
suggested  that  the  Eastern  and  Western  districts  could  create  a 
col  laborat  iye  effort  on  the  investigation  of  Reese,  who,  _is  in 
several  of  the  Arkansas  institutions.  "Reese'I  attorney,  Ross 
Mabatoff,  has  contacted  the  US  Attorney  for  both  Arkansas 
districts,  wanting  to  include  Arkansas  in  Reese's  prior  plea 
agreement;  both  USA's  declined,  and  the  Arkansas  FBI  has  expressed 
an  interest  in  pursuing  Reese  through  First  America,  Savers,  and 
any  other  institutions  where  there  are"  indications  of  his 
involvement.  "  ■ 

\ 
I  have* rescheduled  the  further  investigation  of  First  America/Ft. 
jSmith  for  April,  predominantly  due  to  the  fact-  that  SA  Mark 
;Grisham,  F31,  Fayetteville,  has  advised  me  that  his  efforts  have 
been  redirected,  by  his  supervisor  and  the  US  Attorney,  toward 
^nothec  Fayetteville  bank  failure  which  will  be  concluded  by  the 
lend  of  March  1992.  At  that  point,  he  will  be  prepared  to  refocus 
on  the iFirsc. America  investigation  involving  Louis  G.  Reese  and  3 
other  susoecta.  \ 


Riot?: 
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Priority  Status 
Cecencer  II,  1??1 

I  have  attempted  to  schedule  the  investigations  so  that  if  there  is 
nore  than  one  association  in  a  specific  city,  the  mvestiqa t icns 
Jill  be  conducted  back  to  back,  looking  for  evidence  of  corxicn 
players.  Other  than  that,  I  have  prioritized  based  on  joint 
investigative  efforts  with  the  FBI  and  information  offered  by  the 
civil  investigators  as  to  how  "dirty"  any  of  their  specific 
institutions  appear  to  be. 

Please  let  me  know  if  you  have  any  questions,  or  think  we  need  to 
reshuffle  any  of  the  foregoing. 


RI0493 
Itaune 
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TIANSM1T  VIA: 

BT4j<tn>«      . 
FaciiatU 
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-FBI 
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Priority 
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CLASSIFICATION: 

BTOSZCJUT 
SECHET\ 
D    CONFIDENTIAL 

SUNCLAS  E  F  TO 
UNCLAS 


TO 
FROH     / 

SUBJECT 


DIRECTOR,    FBI 

SAC,    LITTLE  ROCT    (29D-LR-32896)     (SQ    3) 

FINANCIAL  INSTITUTION  FRAUD  AND  FAILURE  MATTERS ; 
FINANCIAL  INSTITUTION  REFORM,  RECOVER*,  AND 
ENFORCEMENT  ACT  OF  1939  (FIRREA)  AND  CRIME  CONTROL 
;     j        ACT  OF  1990  (CCA)  RESOURCES 

Reference  airtel  frcn  Director  dated  8/7/92  captioned 
as  acova. 

\ 
1,   \  /    / 

\   \  The  Little  Rock  Division  has  under-utilized  Financial' 
Institution  Failure  (FIF)  resources  during  the  past  fiscal 
year"xdue\to  several  reasons.   Since  10/1/91,  Little^Rcck  has 
received  one  FIF  referral  frcn  the  Resolution  Trpat  \ 

Corporations  (RTC)  .   RTC  has  control  of  a  de^afff  ailed  Arkansas 
inr  i*utfcons\for  which  referrals  have  not  been  received.   Ml~ 


n«  t<-  >2urVs/bccurred  during  the  first  nine  ronths  of  Fiscal 
Year  (*Y)  1992.   As  a  result  of  budget  cutbacks,  the  RTC 
office  In  Tulsa,  Oklafioaa,  began  to  scale  down  its  operations 
in  lata  1991  to  early  1992,  and  the  office  was  closed  in  early 
i^Mr  ,f  1992.   RTC  had  previously  projected'^caTcina  referrals 
on  tha  ari»n  failed  institutions  over  a  tvo  yelrr-^peribd  to  end 
in  1994XAt  the  request  of  Little  Rock,  RTC  intended  to" 
address.  tJia  institutions  in  the  order  chosen  by  tha  Bureau^x 
T"   order  requested  froa  RTC  was  derived  by  projecting\ 
manpower  v*vaiVability  in  headquarters  and  resident  agencies. 
Th.  closing^ -of  "the  Tulsa  RTC  office,  layoffs  of  soae  of  its 
personnel   ario\tra>nsfer  of  the  remaining  enployees  have  all 
nenativaly  affeciedxtimely  receipt  of  new  referrals  and 
'j-  *rs«ly  influenced  tittle  Rock's  ability  to  fully  utilize 
its  dedicated  FIF  resources  during  the  past  nine  months./ 

*•  bureau 
<3->  Little  Rock 
6DI/sdi  ZZZ<a      '"'        -   / 

(4) 


FBI-C000J.529 

JME(XX)00-J9i 
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Contact  van  made  with  RTC  investigator  JEAN  LtrflS  en 
3/26/92  to  determine  the  schedule  lor  pending  referrals . 
LEVIS  advised  She  wulA-ttryravKlLnS-*-^^'*1    on  MADISON 
CUARANTY  on  or  about  8/31/92.   Although  a  previous 
investigatiorvfias  been  conducted  and  convictiohs\of 
institution^bfficials  obtained,  LEWIS  advised  tha  referral 
would  contain  previously  unknown  and  unaddressed  allegations 
of  wrongdoing.   Specif icaljx1_jih^__advised  her  investigation 
had  revealed  what  ab*-d*scribed  aa  nTnS— *»h»ll  corporations" 
with/accounts  afHADISON  GUARANTY.   LEWIS  advised  there   \ 
appeared  to  ba^check  kiting  activity  between  the  accounts,  a.-.d 
that  a  corporation  knuwn  as  WHITEWATER  DEVELOPMENT  was 
involved/aa  a  recipient  of  some  of  the  funds.   WHITEWATER 
DEVELOPMENT  was  owned  by  JAMES  and  SUSAN  MC  DOUGAL  (5  0%)\and 
BILL  and  Y.   LLARY  CLINTON  (50*^  .   JAKES  MC  DOUCAL  wai  part\ 
owner/of  MADISON  GUARANTY  and  was  previously  indicted  on  fraud 
charges  but  acquitted  after  ju  y  trial.   BILL  CLINTON  is 
Co-ernor  of  Arkansas  and  the  Democratic  noainae  for  President, 
other  individuals  alleged  to  be  associated  with  the  alleged 
"shell  corporations"  include  current  Arkansas  Lieutenant 
Governor  JIM  COY  TUCKER,  MAURICE  SMITH,  STEVE  SMITH,  and  R.  D. 
RANDOLPH.   Upon  n  jeipt  of  the  referral,  evtluation  of 
possible  criainal  activity  and  identification  of  subjects  will 
be  accomplished  on  an  expeditious  basis.  ■  If  warranted,  an 
investigation  will  be  conducted  ar.d  the  TIF  burn  will 
increase.  / 


\ 


Inst st 


In  addition,  LEWIS  was  asked  when  referrals  on  ether 
utions  could  be  expected  and  advised  a  referral  wculd  be 


provided  within  several  nonths  on  SAVERS  FEDERAiT'SAVINGS , 
which  i^expected  to  contain  numerous  allegations  of 
significant  criainal  activity.   This  will  also  luiiaare  the  ~ 
burn  rate  fttr  Fir  agentr.   The  two  referrals,  if  determined  to 
be  worthy  of  investigation  by  the  United  States  Attorney,  in 
large  part  should  resolva  the  under-utilization  of  FIF 
resources  in  Little  Rock.   It  appears  reasonabte-^o  project 
thaty  since  personnel  movements  within  the  RTGoregiorwcoverir.g 
LittlexRock  have  abatad  sonewhat,  the  referral  p>oceRs 
show  sos*  signs  of  increased  activity. 

However,  an  Assistant  United  States  Attorney  frca  the, 
Eastern  District  of  Arkansas  recently  attended  the  Department  » 
of  Justice  FIT  Supervisors'  Conference  in  Chicago,  Illinois, 
while  there,  the  panel  commented  as  to  how  the  RTC  is  pursuing 
civil  recover  iesxund^sr  Directors  and  Officers  insurance 
policies  or  lawsuits  and  is  less  interested  in  Baking  criainal 
referrals  until  their  civil  efforts  are  complete. 


FBI-00001530 
JME-00000499 
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Also,  many  of  the  failed  Arkansas  institution*  have 
been/closed  for  periodsjppxoAciiina_fivs  years.   Per  bureau 
instructions  toa-H-'officss  as  aetfoctfa~-ln^Director  teletype 
td  all  officeer'dated  5/1/92,  captioned  financial  Institution 
Fraud  and,,Fa'ilure  Matters,  Little  Rock  has  not  opened  fraud 
cases  on-  failed  institutions  absent  an  official  referral.   Due 
to  the-  fact  failures  occurred  years  ago  and  records  have  been 
spread  out  as  assets  of  the  institutions  were  sold,  there  is 
no  ability  to  develop  source  information  to  justify  opening 
cases  as  set  forth  in  the  teletype.   Liaison  has  already  been 
effected  with  the  regulatory  agencies  that  audited  the 
institutions,  who  advised  they  would  have  referred  any 
questionable  activity  at  the  time  of  their  audits.   Little 
Rock  is  not  in  a  position  to  influence  the  manpower  assigned 
by  RTC  to  author  such  referrals,  nor  the  speed  at  which  the 
work  is  conducted. 


Two  major  failure  cases  have  been  closed  since  FY  1991 
began.   Two  other  cases,  including  one  on  the  "Top  SOO'Vlisr 
"prepared  by  the  Depart=ent  of  Justice  (DCJ) ,  have  been/ 
ti -lcted  since  the  beginning  of  FY  1992.   Little  Reck' has  been 
conscientious  in  its  use  of  designated  FTRRZA  and  CCA  agents 
tovaddXess  FIF  matters. 


\s^  Little  Rock  has  also  experiancedrthe  benefit  of  a 
learning^  curve  as  agents  have  investigated  rir  jatLurir; 
resulting^ in  t»ore  efficiency  on  the  part  of  the  agents.   This 
has  also  been  true  of  the  prosecutors  assigned  to' these 
matters.   In  addition,  Little  Rock  has  made  increased  use  of 
-Financial  Assistants  <FAs)  to  handle  conplax-matters 
previously  handled  aolely  by  agents.   Litt2<e^Rock--aJ.so 
received  some  help  from  the  RTC  and  the  OfficV-af  Thrift 
Supervision  (OTS)  in  investigations,  which  freed  "agent^ 
resources  for  use  in  other  White  Collar  Crime  (wccp*reas\ 


'  ^Secaui 


because  Little  Reck  is  one  of  the  smaller  divisions, 
it  has;  one\WCC\squad  to  handle  all  WCC  violations.   When 
significant  FIF  failure  cases  were  more  numerous,  other 
programs  auf fered.\When  significant  Government  Fraud  or 
Public;  Corruption  cases  appear  and  failure  referrals  are 
lacking,  resources\must\b«  shifted  to  those  other  WCC, areas,  , 
and  agents  not  specifically  transferred  to  address  FIRRXA/CCA. 
=-atters  were  utiliiad^in  exactly  that  situation  in  , the  first 
half  of  FY  1992.   The  WCC  squad>hAs  11  agents  to^eddress  all, 
programs  within  its  area.xLittle  Rockr-hes— designated  eight 
other  agents  to  address  WCC  matters,  including  FIF.   Those 
eight  agents  are  in  Resident  Agencies  that  range  in  sire^frca 
two  to <five  agents.   Little  Rock  ha^experienced  five^ 
kidnappings  in  Resident  Agency  terri^ry-~ia__FY_1^9-2^' as  well 
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29D-LR-32S96 


as  other  emergency  situation*  that  required  temporary 
xeprograaaing  of  manpower.  \ 

Rock's  WCX 


/    During  the—previous  Inspection, 
•ffjSTt  va.  described  as  being  focused  on  FIF  to-the  exclusion _ 
o f /other- WCC"arees.   Since  that  tiae.  Little  Rock^has  expenoec 
significant  aanpower  io  two  corruption  matters.   In  one, 
M94A-LR^3336)  a  acst  influential  Stata  representative's 
indicted  for  fraud  and  axtortion.  This  matter  involved  us« 


IBS  Ot 


a  cooperating  witness,  electronic  and  physical  surveillance, 
bribe-  payments,  interviews,  and  aignificant  federal  grand  jury 
(preparation.   The  Department  of  Justice  Public  Integrity 
Section  is  currently  prosecuting  another  matter  which  involves 


aultiple  subjects  involved  in  voter  fraud  (56D-LR-32814) .  -The 
four  Indicted  subjects  are  due  to  stand  trial  in  early 
September.   Another  WCC  matter  requiring  significant  resources 


\.ittle  Rock  also  utilited  two  agents  tojparticipa 
I\  undercover  operation  in  the  arei 
ar.d  has'NfoJlpwed  the  direction  of  FBIHQ  by 


>  pertJ 
aaf-^pnaraacy  fraud. 
"Increasing 


croup  It\undercover  operation  in  the  area 

followed  the  direction  of  FBIHQ  by  Tncreasingit8_ 
enphaaia  on^investigations  of  Health  Care  Fnrcra  ^seff.      Little 
Rock  has  expended  a  great  deal  of  manpower  in  this  area  in  the 
past  fiscal  year  and  is  already  achieving  outstanding  results. 
In  209A-LR-33408,  the-  owner  of  the  durable  medical  equipnent 
company  has  agreed  to  plead  guilty,  testify  aga-in*t  other 
subjects,  and  repay  $2  aillion.   This  was  the~-only  "BCEmatter 
underN^nvestigation  at  the  beginning  of  F¥  1992 /^\At  present, 
tan  matrars  are  under  investigation  and  others  are  being  \ 
developed>\SAC  firnly  believes  Health  Care  Fraud  (HCF\  is  a\ 
primary  growth  area  ahould  FIRRZA  and  CCA  resources  decline.  \ 

Notwithstanding  the  concerted  end  successful  efforts 
to  develop  viable  xargets  within  other  WCC  subprograms ,"?  Little 
Rock  will  aggressively  pursue  with  the  RTC  the  prospect  of 
future  referrals  regarding  the  12  failed  institutions  for 
which  noi referrals  ha^e  Been  received.   Recognizing  that  fraud 
undoubtedly  contributed  to  the  demise  of  bom  or  all  of  the 
institutions,  Little  Rock\CouloKpro-ectivaly  pursue  cases  on 
two  of  the  larger  institutions,  SXVEHS_FEDERAL  and-FIRST 
FEDERAL,  j  were  it  not  for  FBIHQ^policy  as~*to  wha~t~Tconatitutes/ 
justification  for  opening  cases^which,  considering  the     / 
extraordinary  circumstances  in  theKTIF  area,  nay  be  overly/ 
restrictive  in  that  area.   SAC,  Littte-Jicck,  strongly  ^S 
recounendS  FBIHQ  afford  itore  f  lexifci  lltytcr- the—  F-ie-rd'  in  tMs 
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sraa,    noting  rtc  has  bad  aavara  staff ing  cutbseJt*  in  our  a 
and  apposra-  to  b«  ccncantrating  on  civil  aattars.      Xny 
lnvastigation  opanad  would  b*  dona  only  vita  tna  eoncurranca 
of   tna  ETnitad  fltataa  Attox 


TIMIA  nflPfTg 
MXME 


go  «erwr 


0'5 


RgSTPgvrT    ACTVCY 

faytttsvilla 


/       / 


The    total   nuabar   of   pending    ir.vtatigttions    involving 
fa He'd   inatitutiona   is   six,    witft  activa   inveatigatiorvongoing 
in   four-      W  tha   rsaaining  tvo,    trials   ara  panding>-and  art 
axpected\to  ba   langthy. 
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Resolution  Tract  Corporation 
Kansas  City  Consolidated-Offlc 
£^    4900  MainJSfcreevPia  Box  419570 

KauMJ-Ciry.  Mhsouri    64141   (816)  531-2212    (1 


.365-3342 


"September  1,  1992 


RECEIVED 


S£?   » 592   \ 


«mm 


The  Honorable  Charles  A.  Banks 

United/S tates  .Attorney 

Eastern  District  of  Arkansas 

U.S.  Post  Office  and  Courts  Building 

600  W.  Capitol,  Room  331 

P.O.  Box  1229 

Little  Rocki  Arkansas  72203 

\\ 

Re:    \  #7236  Madison  Guaranty  Savings  &  Loan 

\linle  Rock.  Arkansas  -  In  Receivership  (11/29/90) 
CRIMINAL  REFERRAL  NTTMBER  C0Q04 

Dear  Sin 

Certain  m  Tiers  have  come  to  our  attention  which  may  constitute  criminal  offenses  imdrr  Federal 
law.  Enclosed  is  a  report  of  an  Apparent  Criminal  Irregularity. 

Information  in  this  referral  may  haye  been  derived  from  financial  records  of  customers  of  federally 
insured  financial  institutions.  I  hereby  certify  that  (A)  there  is  reasonto~beiieye  that  these  records 
may  be  relevant  to  a  violation  of  Federal  criminal  law,  and  (B)  the  records  were-obtained  in  the 
exercise  of  the  RTC"s  supervisory  or  regulatory  functions.  N\        \. 

1  \  \      \ 

Due  to  the  extensive  nature  of  the  exhibits  relating  to  this  referral,  they  are  being  sent  to  your 

office  under  separatexopyen\  \  \ 

!  '       7\N  !        '      \ 

Please  direct  any  inquiries  to^the  Ihrestigaior  identified  on  the  referral  form,  or  to  Lee  O.lAnsen, 

Department  Head/Criminal  Investigations,  Kansas  City  Consolidated  Office, 


Richard  Icrio 
Field  Investigations  Officer 
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RTC 

Resolntlon  Trast  Corporation 


CRIMINAL 


50"^~Kanm  Gty  Consolidated 
CRIMINAL  REFERRAL  FORM 


iqh  or  riKxaciAL  nsTrruTioa 


Location r 
(£tr»«t/Cl.ty/Stat»/Jlp) 

I  I 

CZRTIFICATX   HTOBSll 


kxdisoh  ccMuurrr  savttjm  &  loax 

16TH  JUTS   KUX,    P.O.     9GX    1583 
LITTLX  ROCX,    ARTOUfSAS      72206 


if   actiTlty  occurred  at  branch  ofxiea(s),    plaaaa   Identify: 

xsssAsirz  or  rnaaciAx.  rsjnruriowi     sna,8ss,ooo 
\ 

APPROXtKATT\DArS  AJCJ  DOrJAP  AMO0HT   (PRIOR  TO  AKT  XLLCMfJICZ  TOR  RKXITUTICH/qR  RZCOVXRY) 

or  30sfsctzo\vtoiaiio«i 

Data:    (2tonth/Diy/T«ar)Tine   frasw  b*tv««n   12/84   and   S/as 
Amount:       £3tlm*tia<l    at    $350,000   to    $1,000,000 
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MaDSCN  CVARa,VTY  SAVINGS  *  LOAN 

OlMLHAL  RZFEWUX  CHX1 
AUGUST  1L  1W3 
Cauo  J 


THIS   HATTER   Z2  BSZBC  «TBBttD  TO: 

n:,  Litti*  Rock,  Arkansas 

a.S.    Attorney,    iastsrn- District,    Little  Rock,   atJcjjuu  - 

PSRSOIt/s)  SUS7ZC7XD  or  CUDfTTM,  VTOLATIOKi  Complete  subparagraphs  [a]  tiirtsuch  [«]  an 
eaeh  ^idividuajr  suspected  of  criminal  activity.  (It  sore  than  oas,  use\  continuation 
sheey) .  Include  primary  suspects  only.  Individuals  who  nay  have  knowledge  of  the 
suspect  criminal  activity,  but  wno  ax*  net  thaoselvea  suspected  of  being  involved, 
should  be  stated  aa  witnesses  under  Itaai  10.  Provide  any  additional  details  known  with 
respect   to  prior  referrals   or   affiliations. 


nni    (7irrt/XI/L*at) 

ADORXUi    (Str»*t/city/stat*/Xlp) 

DATS  or  BIRTE:  (Honta/Oay/Taar ) 
SOCIAL  SXC3RITX  HOi 


Reiatienahip  to  the  financial  institution 


HcOeugal,  Janes  B. 
Current  Addzese  Unknown 


(Check  all  applicable  blocks) 

/  / 


Is  perscn  atiil  affiliated  with  the 

Yao^_y    X       Vo 

It  »o,   terminated  .   raaigned     x     .     Data   (Month/Day /Tear) i 

Describe  circuastanceej      (If  necasaary,    use  continuation  sheet) 


McDougal  resigned  froa  the  Board  of  Director*  la  DeceeJ>»r  193Sj  however  h« 
remained  active  in  the  Aaeoelatlon'a  day  to  day  bualnearv  He  wee  rssaoved  from 
the  Association  when  it  waa  placed  in  Conservatorship  by  the  RTC  ia  2/89. 


as«Nideotify 

a  indicated. 


.MeOougal  waa  indicated,  triad  and  acquitted  in  1989  on  eharges/etecaing  from  his 
activities  at  lladlson.  Guaranty  Saving*  6  Loan. 

I  N.   \  /        / 

la  person  affiliated  with-  any  othox  financial  institution;-         / 

I     I       Tejaj       Ho 


or  bualaetse  enterprises 
1     X        Xws        *o 

If  yea  to  either  or  both,   please   tderrti 

HcSougal  was  a  shareholder  and  Board  Member  of  the  Bank  of  Kingston,  which  was 
at  orse-poiut  to  be  onrijed  with  Xadlsoa  Guaranty |  thrift  recorda  indicate  that  the 
sexger  was- called  off  due  to  legal  ramifications. 

MeScugal  ia  a  principal  in  the  following  builneaa  «ntarpris«ai 


Kedlsca  Marks-ting 
KeOougal   6  Associates 
Plowexvood   ferae.    Inc. 
Psahrook   Ksnnr,    Inc. 


Deslgxuers  Construction 
Madlaon  rinancial  Corporrticn 
Whitewater  De-re lopnent  Corp. , 
Rolling  Kaner,    Inc. 
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MADBON  GUARANTY  SAVINGS  *  LOAN 
CUMTNAi  REFERRAL  O0O01 
AUGUST  3L  1W2 
FAGS  3 


Saith-Tvic 


PKIVSOt»<3)    SD57SCTXD  Of  CSIXIJOL  VTOLATIOH.    Capiat.   aubparacrapa* 

TSSLf^lS&TS!^**  at^^**±r«*^-{~-~llt  ~~  ««  on..  «M  continuation 
sbMt).  /Inelada  primary^suspacts  only.  IndiTiduals--who  nay  hava^knovladaa  of  the 
"J!'p?fV  ,i^laV  •c5i',"y'  but  «ho  «rt  not  thaoaal-raa  ImmcmI  offing  iavol^id. 
should  ha  liatod  aa-vitaoasos  undo*  I  tan  10.  Prorida  any  additional  datails  known  with 
raspact  to  prioylrafarrala  or  axiiliationa. 


a.     /  RJwOt/rlrst/XI/Laat) 


/     ADDXSSSi    (atraat/City/ltata/Xip) 
DATX  OT  BIRTH:    (Konth/Day/Taar) 


tuun  H. 


KcDougal, 

Unknown 

OnVrnvn 
SOCIAL  SXCJxITT   HOt  Unknown 

Raltticnsiiip  to  tha   financial  institution!      (Chock  ail  applicable  blocks) 


!  Jto*  toralnatad  . 

Baser  ibascirruastaacaa , 


realcned  _X_.      Data    (aeatS/Oay/Taax) « 
(If  nacassary,   usa  ccS£Xnuatlca  shaat) 


Susan  HcSougal  raaignad  from  tha  Board  of  Diract^rs  la  Dacemb-ar  1985,  cut 
raaainad  actira  ia  tha  day  to  day  activities  of  tha  association'  a  subsidiary 
operations. 

or   or  related  rafarrala: 
oree  x        ao 


la  person  affiliated  with  any  othar  financial,  institution* 
*ae        \     J^aTo         Uakaown  at  thia  tiao 


It  yoa  to  either  ox  both,  pleaae  idaatify 

fluaaa  KcDougal  is  a  pxiaeipai^ia  thaT-f  alloying  bujinaas  aatarprisaa/ 

Xadlsoa  karkating:  DeeignexexCoaatructioo 

McSongal!  4  Associates  Kadlsoa  rinaacial  Corporation 

rlcwervood  rarsa.    Inc.  Whitewater  DeWlopaest  Corp.,    Inc. 

?tobrook  Manor,    Inc.  Rolling  Xanor,    Ine": — — 

Crest   Southern   L*r>d   Co.  Tucfcar-emith-KcDcugal 

SaithrTMckor-NcOougal  Soith-ncSougal 


th^Tuckar^NcD 


0  1 


41-390  97-3 
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MADISON  GUAJWNTY  SAVINGS  *  LOAN 
OU.SCNAL  R£FBJUtAl.  COOT 
AUGUST  31. 1S92 
TACE  4 


PT^SOH(S)    SUSPSCZXD  OF   CSXKXRAi    '/lOLiTIOKi    Complata    «uboaxa<jrapha    (a)    through    [«) 
••eh    LndiTidumJ.    auipactad  of   criminal    actitity.       (If  son   rhaa   om,    uga   continuation 

•  hssat).       Inreluda    primary   ■u»pa>eta__onl¥. IndlTidaala    who   n*y    h-a-r*    knowledge    of    th« 

•uspact    criminal    »ctiTitjv-  but   who   ara   net    thauftrt^i ruapactad    of   being    involved, 
•aould  ba   liatad  •■  wLtaaaiaa  ondar  Item  10.     Provide  any  national  detaila  knevn  with 
ferraJ.*  or  affiliation*.  Y 


prior  ?*f< 
Si  (Wxat/KI/L*« 
MAS  i  (»tx»« 


t/City/Itate/Jip) 


OAZZ  OF  BIRTH i  (Month/Day/Tear) 

social  sxamiTx  mi 


Anjrpaugh,     Lit* 
Unknown 


(Check   aJ.1   applicable   block* ) 


If^fo,    terminated  ,    resigned  .      Data    (Jtooth/Day/*e4r )  : 

Describe   eLrcuaatancaei      (If   necessary,    u»a   ccatlauatlca  *hee-tl 


affiliated  with   any  other  fiaancijj.    iareituti 
.  Ho  Unknown  at  this  tisa 


atarpriaa: 
RO 

:  or  both,    plstM   identify. 

Xn»p*ajjh  vu  allegedly  «. partner  with  Susan  KcDougal  in  •a-raxaJL  cempaniaa,  and 
jaaalatad  KcDougal  with  har\*bookk»eping"  fcr  th«  XcDongal'  a/raxiona  cccrpjnies 
l_nclud±nqt  N<         ^\^ 

Kadisoa  juxka-ting  Deaiijoera Coaartraction  ,^ 

HcDougal    •   JUsociata*  Kadiaon  rinancial  Correlation 

Tiovaxvood  7araa,    Inc.  whlttwatar  Darralopaaat  Corp.,    lac. 

Pembrook  Kanor,    lac.  Rolling  Kaaor,    lac. 

Great    Soathara  Land  Co.  Tucker— Smith-McSougal 

•Sftith-Tuckax-KcOoaaal  Gaith-HcSougal 


53 


MADISON  GUARANTY  SAVINGS  *  LOAN 
CRIMINAL  MFBUtAl  CBBI 

AUGUST  It  199J 
*AO£3 


BC?LARAIIO«/0«f.C*I?TIoa  or  SOSPXCTSD  VT01AXIOW.  Provide  4  brie^ narrative  description 
of  the  activity  giving  rise  to  the  referral,  axplitnl  ntj  what  is  unusual  or  irregular 
about  the  transaction.  Datallswill  be  provided  later  in  the  fata.  The  purpose  of 
this  paragraph  La  to  provlda>-srauiB>ary  deaorlpEXoYr-etxltba  overall  transaction.  (Lire 
applicable   account   nuabari.)  ^""~--v_  \ 

Between  7ebwary/'l984  and  July  1987,  Janes  a.  KcDougal,  Susan  a.  KcDougal.  lit* 
Anspaugh,  Jim  Coy  Tucker.  Stephen  A.  Smith,  Sill  Clinton,  Hillar¥\Rodham\ Clinton,  and 
othar/  individuals  who  art  as  yet  unidentified,  war*  principals  in\at  least  ona,  and 
possibly  more,  of  tha  following  eompanias  and/or  baalruiaa  intaraats,  aach  of  which 
maintained/a  checking  account  at  Kadiaon  Guaranty  Savings   S  Loan   ("KCSL'Js 


Kadiaon  Marketing 
KcDougal  &  Associates 

riowerwoed  run,    Inc. 

pemferook  Manor,    Inc. 
Crsat   Scut horn  Land  Co. 
Saith-Tueker-KCDougal 


Designers  Construction 
Kadiaon  Financial  Corporation 
Whitewater  Development  Corp.,    Inc. 
Railing  Kanor,    Inc. 

Tuckar-Snith-KcDougal 
Saith-McDougal  j 


HCST,  checking  account  histories  froa  September  1984  through  Kay  198S  were  reviewed  and 
analysed  for  aach  of  these  antitias  (hereafter  referred  to  aa  the  *tba  combined 
coapioiaa").  Tba  pattama  that  evolved  from  thia  review  go  back  to  February  1984, 
possibly  earlier,   and  occur  aa  lata  aa  July  1987.  /  / 

\      \  /  ' 

During  thia  tine  frame,    some  or  all  of  tha  principala  of  tha  afjoroBjentloned  companies 

allegedly\.  allowed,    or   participated   in,    miaarnua   gaostlrtnahVd'  cash    flow-     and   'loan* 

transactions   balneeii   tba   combined   eoapanlaa,    and  others-financial    institutions.    Tba 

transactionss  reviewed  and  diacussad  barain  will  allagerexeessive  overdrafts  resulting 

in  unauthorized  loana,   chack  kiting,  poaaibla  forgary  [nr  a*  the  *arY  least,  extensive 

uaa  of  unauthorised  signatures) ,  potential  misappropriation  of  funds,  poaaibla  illicit 

campaign  contributions,   diversion  of  loan  proceeds,   and  potential  bank  fraud;   each  of 

those  actions,   compounded  by  tha  extended  tlaa  frame)  during  which  they  occurred,   leads 

causation  to  the  probability  that  aoaa  or  all  of  the  KcDougal 'a  bueineea  associates  and 

partner*,  the  collective  principals  of  theaa  combined  companies,  bad  knowledge  of  these 

activities.       Tha    extensive    nature    of    these    aetiviti*e^_eouid~~-*ll 


tlegedly    constitute 

ongoing  criminal  and  regulatory  violations  which  lasted  f  Draper  iodvOf  three  or  more 
years,!  and  could  have  ultimately  contributed  to  tha  failure  of"  the  Association. 

Although  soma  oj.  these  eompanias,  such  as  Kadiaon  Market  log.  Kadi  son  financial 
Corporation,  and  Flttwarwood  Farm*  appeared  to  be  viable  and  active  entities, s  the  others 
appeared  to  be  ritt lev  more  than  shell  eompanias  with  limited  assets,  whose  checking 
accounts  verrt|  through sporadic  flurries  of  activity,  'monay  in/money  out*,  than 
reverted  back  to  adhfcsel  Balances  with  very  limited  activity.  Tha  account  histories 
indicate  that  tha  collect!-™  checking  accounts  for  these  entitles  incurred  very 
limited,  if  any,  monthly N  a  at  l  lea  charges,  despite  their  below  minimum  balances,  and 
limited  overdraft  charges  regardless  of  tha  excessive  number  of  overdrafts  in  several 
of  thai  accounts. 


An  analysis  of  the  aggregate  cheeking  accounts  for  these  entitle*  batvwea  December  1984  . 
and  Kay  1985  reflects  a  minimum  of  9S  check  trrnsarriems  occurring  by  and-between  tha 
combined  eompanias  and/or  outside  financial  Inst itut ions,  totalling  $1,019,122.  There 
were  a!  avlnlmoa  of  45  deposit  transact Loqa  by  and  between  the  eombined  companies, 
affiliated  persons  and/or  financial  Institutions  which  totalled/*!,  079, 142.  The 
resulting  minimum  number  of  'monay  in/money  "bn*^tr  insert  lons^for  thasa  combined, 
predominantly  shell,  eompaniee  was  $2,098,244  o-r«r~~or--*i-w-aonth  period  of  time.  To 
produce ~«X1  checks  from  each  account,  even  for  a  alx  month  period  of  time,  would  have 
bean  cost  prohibitive  aa  wall  aa  labor  intensive*  therefore),  only  randomly  selected 
checks  and  depos leader e  produced  froa  film  for  tha  12/84  -  I/SS  target  time  frame. 

The  combined  compenlee  'lent*  ona  another  In  excess  of  {190,000  during  the  time  frame 
of  December  1984  through  Kay  1985.  There  ware  31  cheeks  written,  designated  as  *  loans* 
by  and  between  tba  entitles,  that  totalled  $192, 886»  however,  there  is  no  Indication^: 
of  any  form  of  repayment  between  the  entities.  This  prsolae  lands  support  to  the 
suspicion  that  tha  KcDougal'e  were  utilising  theaa  shall  companies  aa  a  personal  "cash 
cow*  from  which  to  generate  funds  for  their  own  use.  ana  to  the  far»h.»  ►»...«#<•  -« 
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or  all  of  their  business  partners,  including  loan  payments  to  outside  financial. 
institution*-""  on  behalf  of  the  various  partnerships.     Tha  KeDougal a'    allegedly  further 

used    these/  shell     companies    tg__£ilier funtfsfroa    KCSL    through,   Madison    Financial 

Corporation  and  it 'a  sub*ld±8rXaa  for  their  owtThenef it. 

Froo  December  1984--throMgh  Kay  198S,  tha  personal  checking  account  of  Janes  and  Suaan 
McDougel  (account  t  424)  vat  frequently  overdrawn,  with  overdraft  amounts  of  up  to 
S JO, 000,  lasting  for  two  and  thraai  weeks  at  a  tlae.  During  this  time  frame,  tha 
combined  eoa-rpejilee  wrote  at  least  10  checks  to  Jssee  car  Susan  KeDougal,  totalling 
JS3,170,  call  Ing  that  funds  *loaaa*.  Tha  aOalauai  number  of  collecti-re  deposits  froo 
various  sources  ahcMB  going  into  tha  KeDougal'*  account  during  tha  sane  tlae  frame  ia 
la/excess.'  of  $690,000,  with  checks  going  out  of  tha  account  totalling  over  {622,000. 
/         /  V       \ 

fjtaaslee  of  Jaasae  KeDougal 's  misuse  of  poaitioa  are  clearly  indicated  in  tha  number  of 
checks  Which  force  paid  through  the  KcOougal's  joint  checJcing  account  in i  the  target 
tine  frame.  The  algnlf  leant  amount a,  frequency  and  tine  apan  of  the  |  orerdraf ta  ara 
being  alleged  tt  unauthorised  leans  for  the  purposes  of  this  raferral.  !  Substantiation 
of,  theee  aetlvltiea  is  outlined  in  the  following  eacaapleai  j        j 

oa  l/28/es,   cheek  *  577  for  $13,181.07  was  written  from  the  KcOoagal'e  account 

to  Worthaa  Bank,  for  a  loan  payment.  The  signature  oa  tha  cheek  reads  *  Jama  B. 
KeDougal",  but  bears  no  resemblance  to  his  actual  signature .  / Tha  day  tha  cheek 
«a*\  written,  there  were  insufficient  funds  in  the  account,  at  which  juncture  a 
514,000  'personal  loan*  was  written  froo  rlowerwood  rar-aa,  (check  t  179)  to  Jim 
kcDougol.  (Susan  XeOougal's  signature  oa  the  rlowerwood  Zaras  check  had  also  been 
forged).  Despite  the  $14,000  loan,  the  check  to  worthaa  sank  was  force  paid, 
c-rwTdx awing  the  KcOougal's  aeeoust  by  $<4, 116 .97>r  where  tha  balance  remained 
until,  a  deposit  of   $5,127.04   arrived   from  en, -unknown   source. 


On  2/7/JV  Susan  XeOougal  aent  check  *  589  for  $3,154.28  to  the  IkS;  the  day  tha 
cheek  was  written  the  account  was  overdrawn  by  S<3,282.00>,  and  when  tha  check 
was  force  paid,  tha  balance  dipped  to  $<8,777,06>.  The  initial  overdraft  of 
$<3,282.00>  was  eaused  by  the  force  payment  of  the  previously  mentioned  check  to 
-.worthen  Bank. 

■/4/BS,  Susan  KeDougal  wrote  check  *  684  for  ?S«000  to.,  the  Bill  Clinton 
sign  ruad;  the  check  was  force  paid  oa  5/3/85  when  -the  account  was  already 
overdrawn  $<7,897.73>,  increasing  tha  negative  balance  to  f<10,«97.73>.  The  aaaa 
day,  rlowerwood  'una  wrote  a  $3,000  cheek  to  Xadisoa  Quaxaaty,  which  waa 
apparently "cashed;  given  the  identical  dollar  amounts,  theWobebllity  exlats 
that  these,  funds  were  also  contributed  to  Clinton's  campaign,  which.,  if  active 
solicitation*  for  eoatrlbutloaa  were  occurring,  could  have  provided  the  impetus 
for  his  business  uaocutta  to  write  checks  totalling  $6,000  to  his  campaign 
fund,     on*   of    which    put    tha    KcOougal's    own    account    in    a    Cr<10,000>    aegatlve 


,000  was  written  oa  tha  KcOougal's  account  to 
rlowerwood' a    existing   overdraft    of 


I 
On  4/19/83,    check  #   899 
rlowerwood   rams;    this 

$<S0,994.18>  which  occurred  when  an  $86, 612. 64  check  .to  Kadlson  Guaranty  waa 
force  paid.  Tha  $86, 612. 68 "check  (#19»f~was  JL-loan  payeent  oa  KeDougal  related 
loan  #1591.  The  date  that  thaKcheck  for  $55,000  was  written,  the  KeDougal' a 
account  balance  waa  $19,429,  sad  waa  subsequently  overdrawn  by  $*a8,077.82>  when 
the  check  was  force  paid,  documenting  just  one  of  many  instances  of  check 
'kitingy*  Tha  overdraft  status  on  thaK-KcDougal'e  axwountr  was  reawjdied  by  a 
L$29,209i,30  check  froa  Kxecucar,  lac.  (ellec^fdiy-tha-=ce*  leasing  department'  of 
Stedison  Financial  Corporation),  which  was  noted  a*  a  'refund  on  black  280  81 
Karcedes  which  had  been  purchased  by  the  KcOougal's  on  4/18/85.  k  similar 
•refuad"~~a-itu>tioB  occurred  with  a  $37,149.30  Kadison  counter  check,  written  to 
Jla  KeDougal  for  an  *8B  380  SZ.  Kercedea',  aigned  by  Kanry  (or  Harry;  signature 
alnost  illegible)  Hamilton.  Jim  KeDougal  bad  previously  written  check  »  691  for 
$37,149.30  to  Kxecucar  Inc. on  4/9/95.  In  one  instance,  the  funds  were  rebated 
to  the  KcOougal's  when  their  account  balance  was  in  an  excessive  state  o» 
overdraft. 
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•  On  5/24/85,  cieck  4  760  for  $£3,233.29  was  issued  Iroo'ttt  KcOougal '  s  account  tc 
Oaion  »«tloatl  Bank,  allegedly  for  a  lo*a  paysaent.  The  data  taa  check  was 
written,  the  KcDougal's  account  contained  a  balanca  of  S 963. 19)  J  La  McDougal 
procured  loan  1 2114. Jar ^535 ,  000  from  KSSL,  depositing  the  fuada  into  their  ]oia- 
ac  count  to  cot«i  tin  check  to  Galon  stations!"  Bank.  However,  despite  tha 
deposited  loan  proceeds,  the  $03,233.29  check  «i  force  paid,  putting  t,l« 
KcDougal's   account  balance  at  $<4,096.03>  \ 

It  should  also  ba  polatad  out  that  tha  KcDougal's  clearly  diverted  funds  frcn  their 
BOIL  home/purchase  and  improvement  loan  of  $391, $02,  funded  la  2/SS,  for  other 
purpoaaa./'  Over  $100,000  was  diverted  for  tha  purpoaa  of  bringing  principal  and 
interest,' payments  currant  oa  five  separate  mccx   loana,    aa  evidenced  by  BCDougal  check 

*  611  for  $95,362.42,  and  check  $  612  for  $5,659.17.  It  should  be  further  noted  that 
cback.  #616  for  $4,500  was  written  froa  tha  loan  piojaeds  to  Loreae  KcOougal,  a 
relative,    for  undisclosed  purpoaaa. 

In  addition  to  KcDougal's  blatant  misuse  of  position  in  allowing  his  paraaaal  account 
to  exist  in  auch  aa  overdraws  a-tata,  ha  allowed  tha  aaaa>  clrcuaetaacee  to  occur  with 
tha  combined  ahall  ecapanlsa  as  vail,  Between  12/44  and  5/85,  thara  vara  16  o»ax draft 
situations  within  tha  accounts  of  tha  combined  companies.  Tha  majority  of  thaaa 
overdrafts  wara  eurad  by  deposits  froa  oca  ccopea-y  to  aaothar,  aometiaee  by  'kiting* 
funds  batwaaa  accounts  in  which  lasuff leiaat  balaacaa  azistad.  This,  allegedly  bappenad 
on  at  least  two  occasions  with  Whitewater  Development,  who  evidently  had  aaothar 
account  (poaaibly  at  Bank  of  Kingston,  now  Kadlson  Bank  6  Trust ),/ into  which  funds  wara 
deposited  from  tha  KCSL  Whitewater  account,    leaving  it  ia  aa^overdraft  status. 


During  tha  target  tioa  frama,  Whitewater  Developmemt^wrote  a  -■"<-""*  of-  10  cbacks, 
totalling  $70,839.41.     Of  thasa  10  chocks,   five  cheek*  totalliaqS6jJ^62S_were  writtan 

on   lasuf ficieat N funds-    Tha   assuiag   overdrafts   were coseiad   iry    funds   froa  the   othax 

combined  companies,  scoe  of  which  were  provided  by  baak  loans,  Borne  of  tha  Whitawatar 
checks  with  more  significant  dollar  amounts,  rueh  as  cback  #  111  for  S7,50O,  aad  t  121 
for  $5,071.23,  were  payable  to  The  Baak  of  Cherry  Valley  for  principal  and  interest  on 
two  separata  loans,  aad  wara  written  on  insufficient  funds.  Cheek  #*  118  was  force  paid, 
overdrawing  Whitewater's  account  by  $<7,492.04>,  where itSa-sa^anca  remained  until  check 
#  152  free  Tucksr-«alth-KeDougal  for  $7,500  was  darpoetted  into-  Whitewater  •  s  account. 
Tha  circumstances  surrouadiag  Whitewater  check  #  128  were^s tail i>«  only  the  deposit 
camei  from  the  eoobined  accounts  of  Rolling  Manor,  Tucker- Saith-acOougal,  rlowervood 
raras  aad  Peasrook  Kaaor.  Xauriea  Smith,  principal  and/or  loan  officer,  of  tha  Baak  of 
Cherry  valley,  is  allegedly  a  long  tins  associate  of  Jim  KcOougaJ..  Smith  was  also  a 
frequent  caller   to  Jim  XCDougal,    according  to  tha  aCSL  phase  massage   log*. 


Bach i  instance  in  which  Whitewater ■ »  actions  resulted  ia  aa  overdraft,  no  service  charge 
or  feea  were  assessed,  with  the  exception  of  two  ia  1985,  both  of  which  were  refunded. 
The  two  largest  check*  writtea  by  Whitewater  curing  this  time  frame,  check  #137  for 
$25,000,  payable  to  CtkrJcs  Realty  Co.,  aad  check  *  138  for  SJO.OOO,  payable  to  James 
KcOougal  (alleged  °lc-cn  repayment*  -  although  tha  records  show  no  Indication  of  any 
loan  from  KcOougal  to  Whitewater)-  were  both  forced  paid  as  there  were  insufficient 
funds  ia  tha>  account  to  cover  either- check.  When  that  $2S,0O0  cback  paid,  placing  tha 
balance  at  $<24,470.90>,  tha  overdraft  wasweovered  by  a  check  -from  riowerwood  farms  for- 
$24,455.90  (tha  amount  of  tha  overdraft,  less~«ha_415-servlee  charge  which  was  later 
rafuaded).  Tha  ?lowerwood  funds  came-  from  the  proceeds  of  a  $135,000  cashiers  check 
drawn  on  Stephana  security  Bank,  Itephaas,  Arkansas.  The  $30,000  check  written  froa 
Whitawatar  to  James  KcOougal  was  written "when  Whitewater  had  a  balance  of  $270.13. 
When  tha  cback  was  force  paid,  the  balance  went -to  $<29,744,87>^waare  it  remained  for 
two  weeks  until  a  $30,000  check  from  Kadlson  rinancial-Corporatioo  (subsidiary  of  KC*i) 
was  deposited  into  Whitewater's  account.  There  wee  no  explanation  given  as  to  why 
Kadlson  T inane 1*1  would  have  given   (or  even  'loaned')    Whitewater  Development   $30,000. 

At  this  juncture,  it  should  be  noted  that  shortly  after  tha  target  time  frame,  ia 
October  1983,  tha  MCSL  Board  of  Directors  minatee  reflect  that  Kadlson  rlaanclal 
Corporation  waa  overdrawn  by  $2.7  mill ion »  the  Board  subsequently  voted  to  cell  the 
overdraft  'an  iaveetaea at  ia  the  service  corporation",  as  up  to  6*  of  the  Associations 
assets  could  be  inverted  in  service  corporatlcaa ,  froa  a  regulatory  standpoint.  IT. 
should  be  further  noted  that  the  $30,000  check  Jcsms  KcOougal  received  from  Whitewater 
was  endorsed  to  Sarth  Kc-rers,    Inc.,    (whoso  principal   is   fcmair  Senator  J.   ».    rulbricst! 
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who    subsequently    endorsed    it    to    xadlson    Guaranty    for    the    purpose    of    obtaining    a 

caahiar'a  check  (drawn  frora  XCSL  «ccount  /"CC131J,  transaction  #7601).  The  cashier's 
chack  ia  currently  unawaileb-te;  ao  tha  fiul  dwtlrjtlon  of  the  funda  ia  yet 
undet  era  Inert.  ^^^^  "-^^  * 

In  addition,  it/ should  ba  pointed  out.  that  the  recorda  of  tha  former  MGSL  Chief 
Financial  Officer,  Cr*g  Toung,  raflact  a  $30,000  "reeer-re*  payment  anticipated  from 
Whitewater  Pa^alnfiaant  ia  10/8S  for  an  'engineering  sur-rey*;  taJ  «  information  appears 
on  a  flow  chart  relating  to  Kaple  Creek  'arms,  a  land  InvastjDent/iubdiTiaicn 
4mlopn«o5  of  Hsriieon  financial  Corporation,  and  a  second  tlar  subsidiary  of  Kadlaoo 
Guaranty  Savings  6  Loan.  In  addition,  every  month  during  tha  target  tima  frame,  luaan 
HcDougal  dapoaitad  a  check  for  $283.13  from  Logan  Charter  Service  into  the  Whltawatar 
account;  these  funda  were  diverted  froo  tha  BaaJc  of  Kingston  to  whoa  they  war  a  all 
payable,  and  endorsed  by  Susan  HcOougal  to  Whitewater 'a  MSSL  checking  account  In  an 
apparent:  effort  to  keep  a  »<  »'■"'    balance   in  the  account. 

forgery  is  alao  alleged  to  be  a  poasibla  factor  in  several  of  the  checks  written  on  the 
Whitewater  account.  According  to  the  kg-JL  signature  card  for  Whitewater  Development 
Corporation,  Inc.,  tha  only  alqnatory  on  the  account  ia  Susan  HcOougal;  however,  the 
elgnatur»  on  the  card  allegedly  bears  little  resemblance  to  tuaan  KcDougal'e  actual 
signature.  It  is  interesting  to  nota  that  the  125,000  check  written  on  the  Whitewater 
account  to\  Ozarka  Realty  Co.,  has  'James  3.  HcOougal"  signed  to  It/even  though  he  is 
not  a  algnatory  on  the  account.  The  signature  on  the  check  wee  allegedly  signed  by 
someone  else,  wboae  handwriting  bears  a  striking  resemblance  to  that  of  Lisa  Anapeugh, 
a  HcOougal  business  asaociate  in  a  number  of  other  enterprises'.  In  fact,  Km.  Anrpeugh 
allegedly  forged  or  signed  both  Jaoe*  and  Susan  HcOougal' «  signature  to  checks  drawn 
on  all  of  the  combined  companies  accounta  on  mimerou*  occasions  during  the  "ime  frame 
in  question,  although  at  laaat  one  of  the  checks  written  by  Whitewater  "to  the  Bank  of 
Cherry  valley  vu  actually  signed  by  Jim  ttcOougal,  moat  of  tbaa  were  aigned  'James  B. 
HcOougal",  allegedly  by  Susan  HcOougal  or  Lisa  Xnepaugb.  If  these  were  not  actual 
instances  of  forgery,  per  ae,  then  there  were  certainly  numerous  cases  of  unauthorised 
signatures  on  the  accounts.  That  being  the  case,  the  HcOougal' a  apparently  sat  few 
parameters  for  'signature  authority'  on  their  personal  and  corporate  accounta,  with 
multiple  checks  showing  ao  less  than  three  different  elgneturee^ffor  "Jamee  B  HcOougal' 
and   no   less    than    four   different    signatures    for    *Sueaa   a   HcOougal'. 

An  overview  of  the  Whitewater  account  hLstory  supports  possible  criminal  action  on  the 
part  of  Susan  XcSougal,  Lisa  Anspaugh,  and  at  least  one  other  individual,  for  alleged 
forgery,  or  unauthorised  aignaturea  in  tha  name  of  James  B.  XcDougal  (and  in  the  case 
of  Llaa  AnapaughV  the  name  of  Susan  HcOougal)  on  numerous  ehe-cks.  In  addition,  the 
fact  that  Jamea  XeOcugal  was  not  a  signatory  on  tha  account,  but  aigned  checks 
regardless  of  that  feet,  "shows  his  recklees  disregard  for  regulatory  requirements  and 
banking  laws.  HcOougal "a  documented  willingness  to  allow  the  frequent  overdraft  status 
en  tha  Whitewater  account,  ensuring  that  loans  paymenta  were  made  and  corporate 
obligations  met,  ear-red  h_Ls  own  benefit  ae  well  as  that  of  lost  or  ail  of  his  business 
partners.  Although  aircumstances  point  to  the  probability  that  some)  or  all  of  hie 
business  partners  were  aware  of  tha  actirity  taking  place  within  the  Whitewater 
partnership  and  corporate  checking  accounts,  there  is  insufficient  evidence  at  thia 
M«*»  to  pro-re  that  they  had  knowledge.  Consequently, . these  individuals  will  appear  on 
the   list   of   witnesses   contained  at   the  and   of   this   referral.  / 

Similar  instaneee  were  allowed  to  occur  with  the  account  of  TuckerrSmith-KcOougal , 
whose  principals  were  Jemee  HcOougal,  Jim  Cu-y^Tucker  and  Stephen  A.  Smith.  The 
following  examples    are   aotedi 

•  OoiTsa/JSf^check   #181   for    S3, 894.66   was   written   to   riret   Commercial    Bank   for 

•ljrterert*"~oaji"c«mmeroial  loan.  James  HcOougal "a  signature  waa  allegedly  signed 
or  forged  by  Susan  XcDougal,  who  was  technically  the  only  algnatory  on  the  HflSL 
signature  card.  The  date  the  check  was  written,  the  account  did  not  contain 
sufficient  funds,  and  eubaequently  went  into  an  overdraft  status  of  »<2,9S3.00> 
when  the  check  force  paid.  The  overdraft  w«*  cleared  with  a  check  frco- 
ri over-wood   farms    (#176)    for    S3.S0O   on    1/28/85. 
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•  On  3/13/85,   check  dl66   for  S*,0C0  mi  ni-.tn  to  Cltiien's  Sank  for  "release  dee-i 

Hadi ion  County* .  J uses  n\c3ovca  £*  ■  slif=«ur*  was  yet  again  allegedly  s ignad  by  Mi 
»U«,  Jumo.  Ta*  iata  the  check  was  written,  ^e*e>Tackar-S«ith,-*lcBougal  account 
did  not  conta  In  «uf f iclsnt  funds,  and  tha  account  went  into  overdraft  statue  of 
5<3, 027 . S9>  when  tit  check  was  fore*  paid  on  3/19/35.  Ths  account  aaintained  an 
overdraft  status  until  4/9/85,  when  a  deposit  of  {9,189.65  »u  received  f— m 
riowerwood  -arms  (cheek  *  193).  Tha  funds  freas  riowerwocd  7am»  mii  exactly 
•  nouc.ii  to  carat  tha  existing  ov«rdra*t,  plua  ecru  Tuckar-SAith-KeDougal  check 
0  169  for  $5,664.73  which  had  been  written  to  Citisen's  Bank  of  Marshall, 
Arkansas,  on  4/1/8S  before  thara  »»r»  sufficient  fund*  available  to  honor  tha 
Check. 

•  On    3/11/83,     First    Kortgage,     Inc.    wrote    check    t    5923    for    SI. ISO    to    Kadiaon 

Guaranty  Savlage  and  Loan.  This  check  vaa  allegedly  endorsed  by  tuaia  HcSougal 
for  Xadisoo  Guaranty,  and  depoeited  to  the  account  of  Tucker-Saith-KcOougal  the 
day  before  a  $2,500  check  written  to  Whitewater  cleared  the  account,  leavlnq  a 
balance  of   $72.31. 

Siailar  instances  involving  the  riowerwocd  Faxaa  account  have  been  previously  evidaneed 
through  tha  exaaplas  used  in  conjunction  with  tha  XcOougal's  personal,  checking  account. 
Additional  specific  information  ao  actiTity  in  each  of  the  mrrnlnad  accounta  will  be 
forthcoming   in   tha   chronology   of   erenta  which   follows. 

The  extent  of  the  foregoing  activities  will  substantiate  thia  referral* a  allegations 
of  check  kiting. between  tha  related  entities  ('the  caooined  companies')^  as  well  as 
transaetiona  between  KeDougel • a  personal  account  and- the  combined  coapanles.  This 
referral  will  further  allege  that,  due  to  the  »^.~4««<pa-_<~j  <■.»  »<—.  ....i-wm,.*.  these 
transaetiona  occurred,  these  actiona  were  preAanXy^Teaownto  some  or  all  of  the 
principala  of  the  combined  companies.  Sach  of  these  prinoipale  appear  on  the  witness 
list,  aa  there  is  insufficient  evidence  «t  *m«  «■<  —  .  as  previously  stated,  to  pro-re 
that  they  had  knowledge  of  these  activities.  This  range  of  erenta  further  ser-res  to 
support  the  allegations  of  forgery,  misuse  of  position*  divarslon  of  funds ,  and 
probable  bank  fraud  as  well  aa  conspiracy  to  defraud  ^he  Institution  on  the  part  of 
James  KeScugal.    Susan  MeDougal   and  Lisa  Anspeugh.  ^~^\         ~~"\ 


McOougai   and  Lisa  Anspeugh. 

CIVI  A  OTWltClOCICAL  AKD  CCB3>LXTI  ACCCU3T  0T  TSB  STJSPXCTTD  VTOLATIOM:    <0se  continuation 

•  hee-t,    if  necessary.) 

•  Relate  key  eveaitsvto  doc-menta   and  attach  copies  of   thoae  documents 

ror  purposes  of   clarification,    the   following  chronology  of   events   is   broken  down  by 
entity   account,    and   in  thsvcaee   or  James   s   Susan  HcOougal.    by   individuals. 

James    3.    and  Susan  H.    acSougei,.    NC8X  Account    t    424 

1/28/85  Ch*ck  0  577   for   M3, 181-..07  was   Issued   to  Worthen  Bank  for  principal   and 

interest  payment  on>  a  loan--.  Jaaoa  HcDougal's  signature  appears  to  ha-re 
been  forged,  or  signed. >y  an  urteuthorixarf  psxtj  on  his  behalf;  There  were 
insufficient  funds  in  the  account  "that  data  check  fi  S77  was  written;  ■ 
however,  the  HcOougal'a  received  a  'personal  loan*  of,  S  14,000  from 
riowerwood  7aras,  Inc.  (eheckv*  179  -  showing  an  allegedly  forged  -Susan 
ScOougal-  aignature)  on  l/29/85>-Oeepite  the  $14,000  ^loan'/depoeit,  tha 
check  to  Borthea  Bank  was  force  ~p*±d_ec»_2/_6/.aS-»'"leevljig  the  account 
overdrawn  3<4,116.97>,  where  it  remained  until  2/7/85  when  a  depoait  of 
"" ~~-^$S ,  127 .  04  wee   reeelred   froa  an  unknown   source. 


2/5/85  Check  #-589   for  #3.154.28  was  issued  to  the  ZXS.     The  check  wss  allegedly 

algnad    by    Susan    KeDougal.       Oa    the    date    it    was    written,    the    account    was 
overdrawn  by   S<3,282.00>.      Whan  the  check   cleared   on   2/19/85,    the 
account 'a  overdraft  status  increased  to  $<8,777.0S>.     As  previously  noted. 
the    initial    overdraft    status    on    tha    account    vu    caused    when    check    f    577 
for   $13,181.07  to  wprthan   beak  was   force  paid. 
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2/19/85 


2/19/85 


2/21/83 


Check  #  611  for  S9S.S62.62  waa  issued  too  Madison  Guaranty  Savings  i  Loan, 
for  principal  andJjt^rem-r^yToerrta-aii^five  McDougaJ.  related  loans.  Thla 
check  clt»c«t  (roo  loan  proceeds  of  $3517502.80  deposited  to  MeOougal '  ■ 
account  on  3/22/85.  Tha  proceed*  war*  designated  -purchase  and  renovation 
of  hce»*  for  tha>  MeOougal a;  hewaitr,  over  £100,  too  of  the\  proceed*  «m 
oltLaataly  diverted  for  tha  purpoaa  of  bringing  ot.hax  debt  currant. 
/  \ 

Check  t  813  for  SS, 689.17  waa  Issued  to  Madison  guaranty  laving*  i  Loan 
for  Lntarart  on  a  KcOougal  ralatad  S8S.0OQ  unsecured  commercial  loan. 
Ag«_Ln,  the  check  cleared  through  the  fund*  provided  by  proceeds  from  tha 
home  loan. 

A  deposit  for  $1,000  waa  credited  to  thai  MeOougal' s  account;  tha  deposit 
waa  chack  t  181  from  flower-wood  Paras,  allegedly  signed  by  Susan  MeOougal, 
«nH   dapoaltad  to  thaLr  account   whan   it  waa  overdrawn    $<ll, 687 _09> . 

Chack  *  615  for  $178,301.02  waa  Issued  to  Kadlaoa  Bank  6  Trust  (foraarly 
tha  Bank  of  Kingston)  to  payoff  "#4  lattroood  Mortgage  at  Pulaakl  Sank*. 
#4  Bettsvood  i*  tha  address  of  tha  KcOougal" a  new  aorae.  It  la  reccaraended 
that  tha   Pulaski   Bank  racorda   b«   reviewed   to   verify  thJLa   information. 

A  dapoalt  for  $10,000  waa  credited  to  tha  KcOougal'  a-'  account;  tha  funda 
coming  from  Madison  Marketing  chack  *  238  payable  to  Susan  KcOougal,  with 
no  specific  at at  ad  purpoaa.  Prior  to  thla  dapoalt,  tha  KcOougal 's  account 
was   overdrawn   $<8,612.0S>. 


2/22/8S 


2/26/85 


2/27/85 


»r-S55-r.  502,    » 
loan    was    for 


3/l/8S^ 


3/10/85 


laaaprsctadi,    in  tha   fora  of   Caahiar'a   Chack 
dapoaltad    into    tha    KcOougal'*    account.    Xj    aotnl.    this 
stated  purpoaa   of   purchasing   and  reaoveting   a   hooa. 

Chack  *  616  for  $4,500  waa  Issued  to  Lorane  KcOougal.  oaa  of  Jla 
Kct>ougaJ.'a  relatives.  Thla  chack  did  not  indicate  a  spacific  purpoaa,  and 
cleared  through  tha  funda  proridad  by  _.tha  ~loen  procaada.  A*  tha 
KcOougal' a  wart  contributing  to  tha  Clinton  Cimpalgn  fund  during  thla  tiaa 
.frame,  it  la  recommended  that  a  further  Investigation  "be  undertaken  to 
datex-aina  tha  possibility  that  thaaa  funda  wtti-  provided  to  Lorane 
KcOougal  for  tha  poaaibla  purpoaa  of  making  additional  casrpaJ.cn 
contribution*  on  bahalf  of  tha  Keoougals  or  Kadlaon  Guaranty. 

Check  /  617  for  $450  was  lsauad  to  lorsna  KcOougal.  Again,  tiers  vu  no 
designated  purpoaa  on  tha  chack,  which  raiees  tha  previoualy  unanswarad 
queatlon.  xBotkchecka  to  Lorane  KcOougal  wara   eignad  by  Susan  KcOougal. 

CZsack  #  157  fa*  $4,500  waa  iasuad  to  Kadlaon  Bank  6  Trust  for  Interest  on 
loan  #  3376. 73 :x  TnJaa  chack  also  cleared  from  tha  bona  loan  procaada, 
putting  tna  dollar  amount  of  funds  diverted  for  othar  dabt  to  over 
1100,000.  N.         \^^  y' 

It  appears  that  tha  KcOodgjll'a  a*ch"~Eeyt  ihitfowi  sat  of  chacfcs  for  their 
account  #424,  and  would  apparently  write  check*  from  whichever  pad  was 
available  at  the  tiaa.  Tha  numbers  on  the  checka  frequently  range  all 
over  tha  •pactxu-s  In  a  aon-saquantiaJ.  order.  ^^y 

Check    t    138    for    $8,250    waa    Issued    to    Jtobert    T.    Wilson    for    'payment    or 

^note-.     Wlleon'a   specific   role   in  this   transaction  ha*   not  baen   defined, 

nor--haV^tna    purpoaa    of    tha    -note"     (loan)     in    question.        Jim    KcOouge] 

allegedly  signed  thla  check,   which  appeare  to  be  a  fairly  rare  occurrence. 

Check  t  178  for  $13,248  waa  Issued  to  Raynee  Auto,  with  no  epeclflcallj 
stated  purpoaa,  but  would  appear  to  be  for  the  purchase  of  a  car.  TIM 
check     Is     signed     'Susan    KcOougal",     but     doe*     not     sppear    to     be     Sussr 

■cOougal-s    alleged    signature.      This   check   cleared    from   the   hooa    loan 
procee-Aa.      The  mm  day  chack  /   179   for   $1,738  was    iasuad   to  Haynss  Auto, 
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3/10/85 


3/19/85 


3/29/83 


4/4/85 


4/9/85 


4/17/85 
4/18/85 


4/19/85 


ags-Ui  with  no  specifically  Mtid  purpose,  and  check  *  ISO  for  $13,2  50  vn 
written  to  »  Hr— -CT*rIiT  BronscnTiTeTr-acL_specifiealiy  stated  purpose.  All 
rhraa  of  thus*  checks,  totalling  $28,236,  cleared  froa  the  proceeds  of  tha 
MeDougsl's   home    io*a.  ~^\ 

Chack  #  181   for  $4,852  waa   issued  to  ITT  Kruee   Int.;    the  aaao   field   ahova 
several    loan   numbers.       It    la    recommended   that   records    be   subpoenaed   to 
/  de-eamlae   the  nature  of,    and  participants   la,    this   loan. 

Kadlaoa  Guaranty  Savings  issued  check  t  2104  for  $30,750  to  Jaasa  B. 
McOougal  for  •reimburaeaent  for  lease  auto  purchased  for  Lata  la? 
Depextaent*.  It  la  recooaended  that  further  invaetlgatlon'i  ba  conducted  to 
determine  If  this  vaa  reimbursement  for  the  $14,980  la  checks  vrlttaa  to 
Hayrves  Auto  oa  3/10,  aad  poealbly  the  113,250  eaack  also  written  on  3/19, 
to  Charles  Sroason.  If  thla  la  the  eaaa,  tha  checks  written  oa  3/10 
totalled  $28,236,  Indicating  that  Jaaea  KcOougal  vaa  reimbursed  for  $2,514 
that   ae  did  not  actually  apaad. 

Chaek  t  678  for  $11,000  waa  leaned  to  guapav  Title  Company,  with  ao  atated 
purpoea.  Thla  traaaactlofl  would  seem  to  Indicate  the  poeelbility  of  a 
formal  real  eatate  aale  or  eloaiag  of  soma  type;  pcsaihly  related  to  the 
purehaaa  of  the  XeDougal's  heea,    or  related  la  some  atnaar  to  the  $25,000 

\  transactloa  between  Whitewater  Development  and  Oxarks  Realty  Company.  It 
la  recunaended  that  the  Quapaw  Title  Company^aad  Osarka  Realty  Company 
recorda  he   reriowad  to   aaaaaa   tha   purpose   of  the   $11,000   check  froa  the 

\  XcDougale.     aad     It 'a     potential     relationship    to    Whitewater     and    Osarka 

Realty,    if  any.  . — " 

\  / 
Check  $  688  for  $3,000  waa  iaauad  to  tha  Bill  Clinton  Campaign  rand,  aad 
allegedly  algaed  by  Susan  XcDougal.  Tha  account  balance  on  the  date  the 
check  waa  wrlttea  stood  at  $<7,897.73>;  whan  the  check  cleared  on  5/3,  tha 
overdraft  statue  increased  to  $<10,897.73>T — The  account  balance  remained 
at  thla  le-rel  until  5/9  whan  $5,281.21  was-dspoeii'ed  from  an  unidentified 
•ource. 

Check  *  691  for  $37,149.30  was  iaauad  to  btecueax,  laeY,  allegedly 
subsidiary  of  Madison  financial  corporation.  The  check  did  not  state  a 
specific  purpose.  When  tha  check  waa  written,  tha  account  Bad  a  balance 
of  $34,538. ,78;  tha  check  cleared  on  4/12  overdrawing  the  account  by 
S<10,Q75.0O>.  fund*  totalling  tha  exact  same  amount  ware  dapoalted  Into 
tha  Hc^ougal'a  account  on  4/22;  tha  source  being  a  Kadiaoa  Suaranty 
saTlnga  6  Loan-  counter  check  for  $37,149.30,  allegedly)  algaed  by  either 
Barry  or  Etanry  Hamilton,  with  tha  notation  *8S  KB  380  al.-.  It  la 
coneelTahle  that  HCSougal  purchased  tha  cat,  and  than  sold  it  for  the  aaaa 
■■mint  two  weeks,  lata*.  Sowavar,  whan  considered  with  tha  fact  that  a 
ajjej  Lax  situation  occurred  with  Kcoougml  and  Kxecucar  9  days  later  on 
4/18.   tha  aale /purehaaa  thaory  LiacToes   lac-re  as  lag-Iy  implausible. 


hi  deposit  of   $33,000  waa-  credited  to  tha  KcOougnl'a  account;   tha  source 
alas  unidentified  at  this  tine,   but  research  continue**'' 


*  697  for  $29,209.30  was  iaauad  to  !*  ecu  car.  Inc.  for  a  black 
Kor codas.  Tha  aaaa  aaount  was  refunded — to — thefhcDougal  ■  a  account  by 
bacucar  on  S/1/8S  whan  their  account  was  overdrawn  by  S<28,812.96>.  By 
this  point  tha  XcDougal 'e  have  evidently  purchased,  and  either  returned  or 
•old>-_two  expansive  oars  la  a  10  day  period  of  tlas.  rt  1*  reocaaandad 
that  these  transactions  ba  further  investigated  through  the  recorda  of 
Ixacucar,    Inc.   to  determine  that  nature  of   thla   activity. 

Check  0  699   for   $55,000  waa   lasuad  to   riowar-wood  Farms;   this  was   a   'loan* 
to  cover  T lowerwood'e  existing  overdraft  of   $<50,994.17>,    which  occurred, 
as  a  result  of  an  $86,612.68  payaent  to  Hart!  mn  Guaranty  savings  a  Loan  on' 
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5/1/85/ 


5/1/83 


5/1S/8S 


5/24/85 


»  McDougal  r*lit*d  loan.  At  tha  tima  ti«  $55,OCO  chack/ "loan*  to 
Plowarwood  was  written,  tit  HcOougal ' a  bad  519,419.5  0  La  their  account. 
Whan  the  chack  wu  force  paid  an  4/23,  ti«  HcSOugal's  account 
orai. drawn   by 

Cieck  ^723  for  $1,207.30  was  lira  ad  to  Had  I  soVCuaranty  for  tha  April  and 
March  payments  cm  McDougal  ralatad  loan  t  1064.  Tha  account  was  orer-drawn 
K7,89  7.73>  whan  tha  chack  fore*  paid  on  5/3/8S.  Tha  and  rasult  of  this 
transaction  appaars  to  ba  tha  McDougal' s  o-rardr»wLoa  thalr  account, 
result  .Lag  in  an  unauthorised  'loan*  from  tha  association,  In  order  to  pay 
'  tha  Association  for  tbair  April  and  March  loan  paysastar\  there  appaars  to 
/       ba    llttla,    if   any,    logic   to   thesa  clrcnma-tancea. 

Chack  *  704  for  $50  was  issued  to  tha  Da-noeratlc  Party  of  Arkansas,  for 
tha  purchase  of  "2  Jaff arson  Jackson  Day  dinar  tickets*.  Tha  account 
balanca  was   $<S,826.36>  whaa  tha   chack   fore*   paid. 

Chack  0  748  for  $20,000  was  issuad  to  Badison  Guaranty  for  tha  purchasa  of 
Caahiar'S  Chack  t  2704.  Tha  remitter  on  tba  Cashiar's  Chack  was  Xarth 
Mover's,  Inc.,  whose  principal  is  J.w.  rulbright,  foraar  Sanator  from 
Arkansas.  PMlbrlght  endorsad  tha  chack  "for  deposit  only  to  Klaus 
Rational  Bank*  on  S/18.  On  5/20,  $20,000  was  dapositad  into  McDougal -  a 
account  which  was  orardrawn  S<17,682.20>  at  tha  ti».  Tha  wain  of  tha 
daposit  is  undetermined  at  this  tine.  It  is  racosraandad  that  Rices 
\  National  Bank  records  ba  rerrlewad  to  da-tarslne  tha,  possibility  that  tha  a  a 
funds  traveled  froa  Pulbrlght  back  to  xcDougai.  If  to,  this  transaction  is 
\       a\llkely  candidata  for  poasibla  chack  kiti 

s*  deposit  of  $8,270  was  craditad  tq__Mgaoii g el J-e — accBuntT  which  was 
oVerdrawn  S<26,0S2,20>  at  tha  tiaa.  Tha  funds  caaa  froa  rlowarwood  Paras 
chack  *  204  for  $190,  Paabrook  Manor  chack  t  128  for  $5,300,  Sraat 
Soutbarn  Land  Company  chack  0  126  for  $180,  Rolling  Manor  chack  *  212  for 
$2,400  and  McDougal  6  Associatas  chack  t  107  for  $300.  Each  of  tha  chacks 
was   designated   as   a   'loan*.  _^ 

^^_  "\ 

Chack  #  760  for  $83,233.29  was  issuad  to  Onion  fational  Bank.   Whan  tha 

chack  was  writtan,  tha  account  contained  $963.19.  McDougal  borrowad 
IS, 000  froa  MCA,  (loan  t  2764),  and  tha  loan  proceada  wara>deposlted  into 
theLr  account  to  cower  tha  $83,233.29  chack.  Bovarat,  whan  tha  chack 
cleared  on  5/31,  it  waa  f oread  paid,  leaving  tha  account  with  an  overdraft 
baJtancsKpf  $<4,096.03>.  \ 


Whitewater  D-e-rel 
Principals!  Jiat 


Account  t    2301515 


12/7/84 


1/4/8S 


ration.  Inc. 
and  Susan  McDoucal 
■111  and  Hillary  Rodhaa  Clinton 

Tha  wo  i  taws  tar  account  was  orardrawn  by  approximately  $<6,000>,  whan  a 
daposit  for  $9,310  brought  th*  balanca  up  to  $3,423.65.  Tha  daposit  was 
made  up  of  funds  froa>tha  acec4a*^-_af_tha_coan'in»d  coopaniast  Tuckar- 
aalth-McDougal  chack  t  1H  far  S1.60O,  Rollino  Manor  chack  *  198  for  $330 
and  Paabrook  Manor  chack  #130  for  $7,lOO.  Bach  chack  waa  daslgnatad  as  a 
•loan"  to  Whitewater,  and  each  check  waa  allegedly  elgnarf'by  aithar  Susan 
McDougal,  or  Lisa  Anepaugb  signina;  as  Susan  McDougal.  on ca  tha  daposit  was 
craditad,  Whltawatar  Issuad  chack  *  iJT-for  S3,27-rr8  to  tha  Bank  of  Charry 
valley,  taking  tha  account  balanca  down  to  $147.47. 

ChacaC^l-28  for  $5,071.33  waa  lasuad  to  tha  Bank  of  Charry  Valley.  Tha 
chack  was  elgned  -Janaa  B.  McDougal*  (who  had  no  algnaturs  authority  on 
tha  account)  allegedly  by  Susan  McDougal,  baa-ad  on  tha  handwriting.  This 
chack  claarad  tha  Whltawatar  account  on  1/11  -  tha  day  after  a  dapoalt  for 
$4,660  waa  Bad*  to  Whltawatar  by  tha  coabLnad  coopanias  accounts. 


n  n  b  "i  o  b 
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1/10/8S  Whitewater    recoired     t    dapoait    for     $4,6«0     f  rccT  the     combined 

/eccounte    of   telling ■jtanor.    Tucker   Smith   HeOougal.    MoMzvood    rarma^nc: 
Peotorook  aanorj__fariiig~I5gtha  account- balance  to  $S,09S\27. 


1/22/8*/  Check  >'ir29   foe  81,000  vac   ieeued  to  WMtewate^r^relopoent  Corporation, 

/  with^the  notation  *Acct  317. 5-.     Thi«  check  cleared  on  1/28;  the  tama  day 

/  that    riovarvoed    raraa    leaued    chack    #    177    for    JX000    to    Whitewater 

I  bringing  tha  account  balance  up  to  $1,446.07.     without,  tha  benefit  of  the 

/  /  oepoeit   *roa  riowervood,    the   chack  written  by  Whitewater  to\  the   Sank  of 

:  /    cherry  Valley  would   hare  bean  ineuf ficlent. 

2/15/8S   /       Clwck  0  132   for  S3. 000  waa   iaauad  to  Carle  wada   (an  appraieer,    according 
/  to  1CJL  Board  Hlnutea),   with  no  epeciflc   etated  psrpoM.      Tha  chack  wa« 

/  aignad   'Jaaaa  8.   HeOougal*,    allegedly  by  Sums  HeOougal.      Thia  check 

cleared    on    3/13,     whan    tha    Whitawatar     account    waa     already)    overdrawn 
S<1,891.03>,    ineruaalag  tha  orerdraft  to  $-c4,891.03>.      Onthaaaaa  data, 
.  thara    waa    a    dapoalt    aada    to    tha    Whitawatar    aeeouat    from   tha    combined 

\  eoapaalea  aeeouata,    curing  tha  orerdrait.  ,'        / 

2/18/8S  Chack   *    133    for   $1,625   waa    iaauad   to   Charlea   I.    Jaaaa  /-for  'accounting* 

aar-rieaa.  Tha  check  waa  aignad  'Sueaa  HeOougal',  allegedly  by  ecosoae 
othar  than  Susan  HeOougal.  Thia  chack  cleared  on  2^21/85,  putting  the 
account  into  overdraft  atatua  by  $<1,192.06>.  The/account  effectively 
atayod  orardrawn  until  3/13,  whan  thraa  depoelte/Ccwo  from  tha  combined 
coapaaiee  and  ona  froa  an  undatarained  aourca-)  totalling^  $8,800  wara 
cxaditad.  Tha  dapoalta  wara  for  S3 , 3C0j^-froa  tha  combined  aeeouata, 
32,500  froa  Tuckar  Smith  HeOougal,  and  S3-, -SCO  froa  an  unidentified  aourea. 
S^.Taav tha  proziaity  of  thia  depoeit  to  ;ha  tl.ffff?  Bhajc3r"wrTttan  to  Chria 
wade,  it  la  receameaded  that  further  raaaarch  ba  conductad  to  determine 
th«  poaaibility  of  Wada  'refunding*  tha  $3,000  back  to  Whitawatar,  which 
could  account   for  tha   'myrtary  dapoait.* 

Check  *  134  for  SI,  000  waa  iaauad  to  Whitewater  Development  Corporation 
with  tha  notation  'account  317. S".  Tha  tins  the  cheek  waa  wrlttan  tha 
account  balanca  waa  S<1,192.06>,  and  whan  tae>eheck  cleared  on  2/28,  tha 
xoverdraft  atatua  lacraaaad  to  S<1,906.93>.  lVid«nce\polnta  to  tho 
probability  that  tha  HC3L  Whitawatar  account  waa  allegedly  'avapping*,  or 
kiting,  ehecka  with  a  aiatar  account  at  aaothar  bank,  in  order  to  aaintain 
«•"  cart ain  account  balaaca.  \  \ 


2/21/85 


3/7/85 


3/22/8S 


Chack 


*   13* 


on  3/22. 


for  $650  waa  iaauad  to  chaxlaa  Jaoae,   againi  for  "accounting* 
Thia  chack  claarod  tha  account,    taking  tha  balanca  to  $258.97 

/  , 

#  137  for  S2SV000  waa  iaauad  to  Osarka  Realty  corspany;  tha  purpoaa 
waa  not  atatad  on  tha- chack.  Thia  chack  waa  aignad  T Jaaaa  a.  HeOougal, 
allegedly  by  Liaa  Anepeugh,  baa  ad  on  tha  handwriting.  Tha  data  tha  chack 
waa  written,  Whitawatar 'a  account  raflaetad  a  balaaca  of  1253.97)  whan  tha 
chack  forca  paid  on  4/1,.  the  accounh._waa_ovardrewn  by  $<24,  470.  90>,  which 
included  a  SIS  ovar-dx aft.,  charge  that  waa  latar  rebated.  /Tha  account 
stayed  orardrawn  until  4/9N-whan  a  $24,455.90  dapoait  waavreeetved  from 
Flowaxwocd  raraa  (chack  *  W*^.  Thia  dapoait  eaouat/wue  exactly  tha 
anount  of  tha  overdrert.  laaa  tha^*13  oieidrart  eharoafi^  riowarvocd  raras 
prorldad  tha  funda  froa  a  S13S, 000 ~~c»«hlara— chack  drawn  on  Stephana 
Sacurity  Bank  of  Stephana ,  Axkanaae,  which  had  prtrrioualy  bean  depoeited 
-    it^a   account. 


according  to  ■rarloua  Oklahona,  Taxaa  and  law  York  nawapapar  reporta  froo 
Karen  1992,  thia  could  have  baan  tha  tine  fraaa  in  which  Whitewater  waa 
conducting  traaaactlona  regarding  tha  houaa  that  waa  allegedly  purchaead 
and  eubee«juently  aold  by  He.  Clinton.  It  la  rai  oaaandad  that  ther 
Whitewater  and  Oaarka  Eaalty  racorda  ba  roriawod  to  dateraiao  tha 
poaaibility  of  any  existing  rolaticnahtp  batwaaa  thoea  two  traa«*ctioca, 
and  tha  nature  of  any   ruch  relatioaahip,    if   found. 
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4/9/8S 


4/29/85 


4/30/85 


A     deposit     of     $24,455.90     waa     credited     to     vWtrattr'i     account. 
previously  noted,    the  funds  etna  fraa  Floverwood  rarss   caack  *   194. 


Check  *  138  for  $30,000  waa  issued  to  Jot>-  8.  KcDougel  vita  tha  notation 
"loan  repayment".  Vhan  tha  check  waa  writ  tan,  tha  account  balance  was 
$270.13;  whan  tha  check  forca  paid,  tha  account  waa  ^overdrawn  by 
t<29%744.87>.  This  check  was  signad  'loua  KeOougal*,  allegedly  by  Llaa 
Anapa ugh.  Jaaaa  KeOougal  andorsad  this  $30,000  check  ta  Xsrth1  Xovars  Inc. 
<J.  W.  Fulbrigot)  ,  who  in  turn  endorsed  it  to  Xadiaoa  Guaranty  for  tha 
purchase,  of  a  cashier's  Chack,  drawn  frca  SCSI,  account  t  7001312, 
trs.naactlon  t  7801.  Research  to  loeata  tha  film  of  tha  Gaahlax's  Check  is 
continuing.  * 

Stack  #  139  for  $17  waa  laauad  to  tha  Arkansas  Director  rinanca 
Artml  nlstratioo  for  tha  1985  corporata  franchisa  tax.  Tha  chack  was  signed 
"Susan  XeDougal",    allegedly  by  Lisa  Anepeugh. 

A  deposit  for  $30,000  waa  credited  to  Whitewater 'a  account.  Tha  funds 
ware  provided  by  Madison  Financial  Corporation,  but  no  purpose  was  stated 
on     tha     check.  This     depoalt     brought     tha     Whitewater     balance     free) 

S<29>744.87>  to  $255.13.  It  la  recocnendod  that  the  records/  of  Kadlson 
Financial  Corporation  be  reviewed  to  determine  tha  spec  i  lie  businaes 
\  purpose  of  tha  funds  remitted  to  Whitewater  Development.  Tha  check  from 
Had-xion  Financial  waa  signed  by  SCSI,  Chief  Financial  officer,  Greg  Tounc, 
who  was  also  responsible  for  creating  the  previously  referenced  "Reserves" 
spreadsheet  (see  referral  summary)  In  which  a  10/85  {30,000  'engineering 
Buxve-y"  fee  was  to  be  r*isi  gad  to  t'er  reserved  from)  Whitewater 
Development . 


Tuckax-Smith-KcOougal,    ac-C  Account   t   2301353 
Prlnclpalsi    Jamas   3.    KcDougal 

Jim  Cuy  Tucker 

Stephen  A.    Smith 


1/22/BS 


2/7/8S 


2/14/85 


2/17/85 


3/11/8S 


*  161  for  $3,894.66  waa  issued  to  first  Commercial  Bank  for  interest 
on  a  loan.  The  check  waa  signad  'Jaaaa  8.  XcOougal'V  allegedly  by  Susan 
KeOougal.  Jamas  McOougal  does  not  appear  on  the  signature  card  as  a 
signatory  on  this  account.  Tha  date  the  check  was  written,  tha  account 
balance  did  not  contain  sufficient  funds;  when  the  check  cleared  on  1/28, 
tha  account  was  overdrawn  $<2,9S3.0O>.  The  aims  day,  Flowervood  Farms 
made  a  fl.SOO  "loan"  (check  t  176)  to  Tucker  Smith  KeOoogal,  allegedly  for 
tha  purpose  of^eoverlng  the   overdraft. 


a  fbe  «;< 


#  162  foe  $3,000  was  issued  to  Jamsa  B.  KeOougal  as  a  'personal 
loan".  Tha  check  was  allegedly  written  and  signed  by  Susan  XeDougal.  This 
check  waa  deposited  to  KdSougal'e  account  along  with  a  check  from  Kadlson 
Financial  Corporation  for   $2,127.04  noted  as   "salary'  an  the  deposit   slip. 

Check  #  163    for   $300  was    leaned   tcTjiaaa    BT~i(cOougal    for   "patty   cash.' 
This   check  wea    also   allegedty^wrltten  and   signed  by   Susan  KeOougal. 


Check  *  164  for  $1,600  was  is  sued  to  Charles  X.  James  for  'accounting' 
sers-icee.  The  check  was  signad  "Sustn  KeOougal-  allegedly  by  someone 
other  than  Xs.  XcOougal,  and  appear*  to  be  tha  signature  showing  on  the 
actual  X«3L  signature  card.  Aa  previously  noted,  the  signature  on  the 
BBa%  -account   signature  card   is  not  believed  to  be  that  of   Susan  KeOougal . 

A  depoalt  of  $1,150  waa  credited  to  the  Tucker  Smith  KeOougal  account; 
according  to  the  depoalt  slip,  the  funds  were  related  to  'Robert 
Armstrong'.  However,  tha  check  was  actually  payable  to  Kadlson  Cuaranty- 
SavLags,  and  endorsed  on  behalf  of  Kadlson  ©uaxanty,  allegedly  by  Custn 
XcOougal,  and  rubseguentiy  deposited  to  the  Tucker  Smith  KcOougal  acccuzt. 
This     deposit    was    made    one     day    prior    to    the    clearlno    of     Tucker     Salts 
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3/12/85  /Chaek  i  165  for  S2,S00waa  laauod^to  Whitewater  Development.  This  check, 
•long  with  eaacif— from  tha  other~"Tmihi,nod  companies  account*  totalling 
$3,300,  were  deposited  to  Whitewater  on^3/12,  euring\an  overdraft  of 
S<4,891:03>  Tha  overdraft  status  in  the  Whitewater  account  was  cauaed  by 
tha,  force  say  of  check  t  132   for  S3 ,000   iaaued  tovChxia  Wade. 


3/13//8S 

/ 

/ 
/ 


4/i/ 


as  \ 


\  \ 

dock  t  166  for  14,000  was  iaaued  to  Citlaena  Bank  for  'release  deed  in 
Xadiaoo  County*.  Thla  chock  wu  eigned  'Jane*  8.  KeDougal*,  allegedly  by 
Susan  XeDougal.  Tha  data  tha  ehack  wa.a  written,  there  wexe  insufficient 
funds  In  the  Tucker  Smith  McDougal  account;  tha  ehack  cleared  on  3/19, 
overdrawing  tha  account  by  S<3,927.60>.  Thla  overdraft  altoatlon  axlated 
for  thro*  weeks,  until  4/9,  at  vhich  tiaa  a  depoait  of  53,189.69  waa  made 
Into  tha  account  by  ehack  0  193  fraa  riowexwocd  rexrae.  Tha  diffaranea  In 
tha  depoait  aaount  and  tha  new  account  balance,  $5,664.73,  waa  exactly  tha 
amount  necessary  to  cover  Tucker  smith  HcSougal  check  0  169  for  $5,664.73 
to  Citizen' a  Bank,   written  on  4/1  when  tha  account  waa  still  orardrawn. 

Check    0    169    for    $5,664.73    waa    laeued    to    Citixan'a    Bank    of    Karahall, 
Arkansas  for  payment  on  'notes  40071190  and  00031494*.     The  atatua  of  the 
>        account  at  thla  tiaa  waa   aufficlently  diacusaed  In  the  foregoing  Tuckar 
Smith  KcDeragal  tranaactiem  dated  3/13/85. 


rlowerwood   raxma.    Inc.      HECZ,  Account   0  2301361 

Principal*  i      Undetermined   at   thia  tiae 

12/11/84     \check  0  170  for  $8,000  waa  iaaued  to  James  B    -HeScggXr:     it  tha  tiaa  thia 
ch«ck>waa    iaaued,    the   acSoagal's    account    waa    overdrawn    by    $<4,09S,39>. 

Thi. a  deposit   from  Tlowerwocd  brought   Che   balance  up  to   $3,904.61 


1/10/85 

1/22/85 

i 

1/24/8S 
1/28/8S 

1/28/85 

I 

1/29/e 

3/12/85 


Check  0  172   for  $1,430  waa   iaaued  to  WhJ.tawa.ter  Development  aa  pert  of  a 
$4,660  depoait.     The  funda   from  thia  depo*£t~~wexaiallegedly  used  to  cover 

71.23   to  ~th«  BanS~~of  Cherr 


whitewater'a  check  t  128  for  $5,071 


Cherry  Valley. 


.deck  0  173  for  $6,202.26  waa  iaaued  to  First.  Commercial  Bank  for 
■interest  on  note  0  00003618°.  The  check  wme  elgneck  "Jaaee  P.  KcSougal" 
allegedly  by  Susan  KcSougal.  Tha  date  the  check  vu  written,  the  account 
contained  a  balance  of  $866.74.  Hove tax,  on  1/23  a  $28, 500  depoait  was 
crtsdited.  to  the  account,  received  from  Bill  Benley  (brother-in-law  of 
Susan- KcSougal)  allegedly  for  *20  acrea  in  Pulaski  County*.  The  check  for 
S6.202.Z6  cleared  the  Flowexvood  account   on  1/25. 


Check   0    17S- for    S3,S0O   «as    iaaued   to   Jaaee    B.    HcSougal. 
pert  of  a  $4,675.41  deposit  to  HcSougal' a  account. 


Thla    check  was 


Thia 


Check  0  176  for  $3,500  wma^iaeued  to  Tuckar  Smith  KcSougal  for  tne  i 
purpose  of  covering  the  existing  Tucker  Smith  KcSougal  overdraft. 
check  waa   allegedly  signed  by   T"*~-   M'Tfoug-'l / 

Check  0  177  fox  $1,000  waa  Iaaued  to  Whitewater  De-ralopoent^aa  a  'loan*  to 
cover  Whitewater'a  existing  overdraft.  Thla  check  wan  allegedly  signed  by 
Susan  HcSougal.  *      ~^__^^  ^^^-^ 

Check  0  179  for  $14,000  waa  iaaued  to  Jaaee  P.  KcSougal  aa  a  'pexaonal 
i*V^Thla  cheek  wma  signed  'Susan  HcSougal*,  allegedly  by  someone  other 
tharr-^Susan  HcSougal.  The  loan  waa  allegedly  intended  to  covar  a 
$13,181/07  check  written  on  HeOougal'a  account  to  Worthen  Bank;  however, 
the  check  waa   force  paid,   and  KcSougal 'a  account  waa  overdrawn. 

Check    0     183     for     $1,500     waa     iaaued     to     Great     Soothexn    Land    Company, 
designated  aa  a  'loan.*     The   seme  day,    check  0  1S4   for   $5C0  wu   issued  SOT' 
KeOcagal  S  Associates,    also  designated  aa   a   "loan.      Thia  check  was   signed 
•  yu»an  KcSougal',    allegedly  by  Lisa  Anapaugh. 
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Check  #  ISS  foe  $11,763.11  wa*  lnu»d  to  International  Pip.r  Realty 
Corporation  t«  *  principal  uid  interest  payment  on  »  note.  Th«  cheek  was 
signed  'Susan  KcOcug*_rT  elTogedly-  toy  someone  otisr  than  Susan  McOougal. 
Thar*  vaa  >- balance  or  $1,550.91  Ln  tha~~kccount  the  date  the  check  was 
written^'however.  a  $135,000  dapoalt  was  received  and  credited  prior  to 
thia,cnack  clearing. 

wck  #  1S9   for  $53,053.41  vaa  iasuad  to  First 
cial    loan*.       Funds    for   this    chack 
dapoalt   to  Flower-wood • a  account  th*  taaa  day 


\ 


al  Bank  to  'pay  off 
dexiv*d\  froav  a    $135,000 


A    dapoalt    of    $135,000    vaa    cradltad    to    tha    Flovarvood    account    from    a 
Cashiers  Check  drawn  on  tha  Staphana  Security  Bank  of  Stephana,,  Arkaaaaa 
Funda  froa  thla  dapoalt  war*  remitted   from  Flovexwood  tot 

;      i 

•  Kadlaon  Guaranty  for  $3,000,  chack  t  192  (further  raaaarch  Into  tha 
poaalhillty  that  thla  was  a  campaign  contribution  has  pra-rioualy 
baan  auggested)  j 

•  Tuckar  Smith  McOougal  for  $9,189.69,  chack  t  193,  allegedly  to  cotoi 
an  existing  overdraft.  /    / 

Whltawater  Development  for  $24,455.90,  check  r  194,  allegedly  to 
cover  tha  overdraft  caused  by  Whitewater 'a^ check  for  52  5,000  to 
Oxarks  Realty. 


Keheck  *   189,  allegedly  for  a 


4/4/8S 


4/9/85! 


4/9/895 


4/17/85 


rlrst  Commercial  Bank  for  $53,053. 
McOougal   related  loan  payoff. 

International  Paper  Realty  for  $11,763.11,  chack  f  188,  for  a  loan 
payment 

Madison  Guaranty  savings  and  Loan  foe  S86,  S2_2  .  63,  check  t  196, 
allegedly  to  pay  off  a  XcDougal  re  la  tad  loan-..  This  check  overdrew 
the  account  by  $<S0,994.18>,  which  waa  subsequently  covered  by  James 
B.  McOougal 's  chack  for  $55,000,  which  overdraw  KeOougal'a  account 
by  $<28.077.8> 

Check>s'  192  for  $3,000  was  issued  to  Madison  Cuaxanty  Saying;  there  was  no 
specific-purpose  atatad  on  tha  check.  ha  previously  noted  In  thla 
referral.  It  waa  recommended  that  further  research  be  conducted  into  tha 
dijrposltion  of  these  funda  to  datoxmln*  tha  possibility  that  this  waa  an 
addlt i nna^scampalgn  oontrlbur too,   given  the  cine   frame   Involved. 

Cbmck  4  193  for  19,189.49  waa  Issued  to  Tuckar  Smith  McOougal,  allegedly 
for  tha)  purpose  of  covering  thai  axi-sting  overdraft  Iff  tha  Tuckar  Smith 
McOougal  account,  as  well  as  covering  tha  yet  outstanding  Tuckar  Smith 
McOougal   chack  *    169    for    SS~,6.64.73   to  Citizen's    3*0*.  J 

Check  *  194  for  $24,4S5.90vwaa  laaued~tb~Traicewatex  Development,  allegedly 
tol  eovar  Whitewater 'e  overdraft,  aa  pravloualy  noted.  Thla  chack  was 
signed   "Jamee   B.    KeOougal*,    allegedly  by  Lisa  Anspaugh. 

Check  *  196  for  $86,612.68  waa  is  sued- to  Madison.  Cuarairty  Savings  6  Loan 
fox  ^principal  and  interest"  on  McOougal  related  loan  *  1591.  This  checlc 
-overdrew  the  Flowerwood  account  by  $<50,994.18>  whan  it  was  force  paid, 
ruhdavto^allegedly  cover  thla  overdraft  were  provided  by  check  t  699  for 
SSS.OoS^from  Jamee  B.  McOougal 'a  account.  Aa  noted  In  prior  transaction 
analyaea,  the  $55,000  check  from  Hcdougal  overdrew  his  account  by 
$<28,077.82>.  This  transaction  provide*  a  blatant  example  of  the  chack 
kiting  alleged   ln  the  summary  of  tha  referral.  -. 
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S/16/S5  /Check  *  204  for  $190  waa  iaaued  to  Jaaea  3.  KeDcugkl  as  a  -loan.-  :M; 
check  waa  partjaf— *— dapSaXt"- Trcoj-tae^-ccmbined  accounts  totalling  S3, 370, 
which  want--  lata  XcSougal '  a  account  at  ~  >-.  t  iae  when  Nit  waa  srtrtlrivr 
$<26,057T20>  ^\  \ 

-X  \      \ 

Of  the  ccobinnd  companies  eeecoata,  yicwerwcod  7  arms.  Inc.,  Wbitowatar  Development 
Corporation,  Inc. ,  aad  Tucker  smith  XcOougal,  la  ceo  Junction  with  the  peracaal  account 
of  James  B,  and  Suaan  H.  XcDougal,  wui  tie  sore  actira  and  agmgious  contributors  to 
tha  alleged  o-rerdraxt  and  ch*e*  kiting  aetlTitlas.  Although  thai  othar  antltiaa. 
(Soiling/ Manor,  Inc.,  peabrook  Manor,  Inc.,  Greet  Southern  {.And  Company-,  McScugal  s 
associates,  ate.)  eontrlbutad  a  significant  aaare  of  tba  'combined  ccepaalaa"  deposits 
and  'loans*  hetwaaa  the  various  aeeouata,  the  specifics  regarding  thai:  actiTitiae  have 
b««n  omitted  for  tha  purposes  of  brevity.  ladlfidusJ.  transaction  information  for  tha 
•combined  companies*  aeeouata  during  tha  12/84  -  5/3S  time  fraae  can  ba  found  in  tha 
attached  databaee  report,  which  outllaaa  tha  data*,  transaction  types,  check  numbaxs, 
payee,  payor  and  deposit  recipients.  This  database  has  baaa  Individually  sorted  by 
data,  dollar  amount,  payee,  payor  and  dapoait  recipient  in  erdar  to  faciiitata  ongoing 
raaaareh  aad  furthar  investigative  activities. 


\ 


•   Zxplaln  who  banafittad,    financially  or  otharwlsa, 
hew.  \       \ 


frcn  tha  transaction,   how  much,    aad 


Thoee  who  allegedly  atood  to  gain  tha  seat  baaa  fit  from  thaaa' numerous  and  questionable 
intar—  account  transactions,  wara  tha  priacipala  of  taaw-coah  1  ,na«1  entitles-*  Jaaaa  and 
Suaaa  Me Sou gal,  Lia-a  anspaugh  (who  i»  a  principal'  la  3esigner__C3njafcruetion  aad 
allegedly  Kadiaon  Xarkating,  as  wall  aa  an  allacB^_bua^Aaa^r~a2aociata  of  Jia  Guy 
Tucker),  Bill  and,- Hillary  aorlhan  Cliatan,  Jia  Guy  Tucker,  Steve  Smith,  and  aay  othar 
priacipala  aa  yat  unidentified.  Tha  crrardrarta  aad  'loan'  transactions,  or  alleged 
check  'awappiag*  and  kiting,  between  tha  combined  ccarpanles  accouats  anaurad  that  loan 
payments  aad  othar  eorporata  obllgatioaa  wara  mat,  thus  claarly  banafittiag  tha 
priacipala  of  each  entity. 

la  addition,  tha  XcSougal's  atood  to  gain  extensive  financial  baa* fit  by  utiiisiag 
thaaa  Tarioua  ahall  companies  aa  a  vehicle  through  which  to  chjnral  funds  from  iUdiaca 
Guaranty,  taxough  Hadiaoa  financial  and  it's  aubaidlarlaa,  into  tha  parsonal  account 
of  Jamas  aad  Susan  McOougal.  \  \ 

\     \ 

Furnish  aay  explanatisn  ofxtia  transaction  provided  by  tha  suspect  aad  Ladlciti  to 
and  whan  it;  waa  given. 

To  data,  no  ezplanationvHas^aeen  giran  by  aay  auapact. 


ruralah  aay  explanation  of  tha  transaction  provided  by  any  othar  parson. 


\ 


Ho      explanation*   of   thaaa  transactions   haver- 1 
Xnveetigator  at  this  time. 


anyona   other   than   the 


•   Turaisa  aay  evidence)  of  coraxap  by  tha   auapact, 
federal  or  stats  exaalnars  or  others. 


tempt   to   dacalT-a 


This  antira^sariaa  of  transact  Inns  by  and  between  tha  ccasblaed  eoopaniea  and  their 
accounts  is  befcng^arieged  as  an  effort  by  tha  xesougal'a  to  'saokaacreen*  tha  flow  of 
funds  from  Kadleoa  Guaranty  and  it 'a  subsidiaries,  into  tha  varioae  antltiaa  owned  and 
operated  by  tha  KeDougal's  aad  their  business  associates. 


Indicate  where   the   ruspe-ctad  riolatica  took  place    (e.g.,    sain  office,    branch,    other) 

Thaae    violations    collectively    took    place    at    the    Marll  sea    Baa— •-••■    -  —  •-- 
Offica    at    !«♦••<    •--    --<-■-•- 
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rxcs  it 


•    Recommend    any    further    Ln-reet  lost  ion    that    might    aaeirt    law    enf o r c eaerrt    i_n    fully 
examining  the  potential  violation. ___^  \ 

IndivldHial  MeoBBiadstUai  have  beam  noted  within  the  transactional  analyses  throughout 
the  body  of  the  referral.  However,  it  abould  ba>  reiterated  that  certain  indlviduala 
on  tha  witneee.  list  should  ba  extensively  interviewed  with  regard  to  their  knowledge 
of  tha   activitlae   between  tba  eoabinad  Tinl"  and  their  accounts. 

Indicate  wh*th*r  tha  suapected  rioLatioo  appear*  to  ba  an  isolated  incident  or  whather 
it. relate*   to  other  trinaa.ec Lone.      (Explain)  \  > 

thLa  violation  was  not  iaolatad,   trot  rather  ongoing  over  a  pariod  of  thraa  or  nor* 
yeax-a,    poeaibly  eaUng  a  elgnlflcant   contribution  to  tha   failure  of  tha   Institution. 


no, 


I 
sxcLusicm  aw  uironasiam  neait  th*  scmuuuii 


Baa  anyi  pertinent  information  been  excluded  from  thla  raf arral  aa  a  result  of  any  legal 
or  other  restraint?  /    / 


\ 


raa 

\ 


If  ao,  why? 


uxomxx's 


Ha-r*.  tha-  excluded  iaforaation  or  documents  bean  segregated  for  later  retrieval? 
XOTZt   SOI  TO  XXX  BSLX  or  ZZS  nag!,  TXXT  WU  S3  HOTD  TO  TXZ  U'.S. 

orrzes  xaax3*>*BMXxa  covrx.  ^^  \^ 

sxs  susrecrxp  ftsmtoiLii)  mux  un  aokzssxoks? 
.^___  lea  2t>X    Ho        If   ao,   who? 


wTTXXSSXSi 

List. -any  witneeeee  who  night  hare  information 
daecrib*  their  position  or  employment.   Indicate  if 
continuation  abaat ,  if  na-ceaaary. ) 


rsi*- 


tepected  Tiolation  and 
interviewed.  (Use 


In  addition  to  tna  foregoing  witneaaaa,  it  la  also  recoan>and*d  that  tha  following 
individuals  ba  Interviewed  with  respect  to  their  knowledge  i 

Klrby  Randolph  -  former  racaptionlst  at  MS£L,  and  recipient  of  all  monthly  statements 
on  tha  eoabinad  companies  accounts  in  lieu  of  Bailing;  also  the  wife  of  x.  3.  Xandolph, 
a  McOougal  business  associate:  and  frequent  depositor  to  various  cochined  cocr=an(»« 
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rACc  i? 


Randolph  -   tcmr  KeDoucal  busineaa   aaaoelata;    a  1 1  a<jw<li  7    im-o  1  T«i   with    ««v^-i 
of  tha  combined  companies.  \ 

^^         ^—- — - _  \ 

Bonnie  Crocheron  -  currently  employed  by  KCST'a  mcctiioc  entity  ,\  Central  BanX  ui 
Imit.  -  formerly  involved  la  administration  at  tha  Association;  allegedly  knowladaeahli 
re-carding  tha    I na-tltnrtiona   Demand   Deposit  Accounts   and  their  holders. 

f       /  x_    \ 

Chexle*  Z.  Tames  -  accountant  far  tha  combined  companies,  and  registered  agent  foz 

Whitewater  De-re  lepras  at  Corporation.  \     \ 


7    / 


discovert  ajtd  report iki 
I         / 

a-  Mho  dlacoTaxad  tha  suspected  violation  and  whan? 

;  Inveefcigetor;    In  Kay   1992 

b..          Baa   tha   suspected  violation  boon   reported   to    tha    Board   of   Directors? 
\  \  Yea        Ho  Not   Applicable 

\By  whoa   and  when?  Hot   Applicable 

Has,  the   Board  of  Dlractora   taken  action? 
\     Taa        Ho  Rot   applicabla 

\ 

If-,  ao,    what   and  when?        Sot   Applicable 


Has    the    suspected    violation    previously   been    reports 
aax  ocoteant)  or  to   any   federal   or   atata    superviSoryegency? 
_X HO 

If  Tee,    Agency t 
Agent  1 
idxessi    (City/State) 
iephone   Humber : 


5"r     local    law 


--'as   known:      S 
Restitution   by  t 
In  tha   uoMRt   aft      } 

Vase  of  Applicable  Surety  Bond  Ccopanyi 
Amount  of   Boadx      % 
Amount  of   deductible!       1 

Vaa  data  filed?    X         Mai         Ho 

aattl 


Undetermined  at  this  time 
Hot  Applicable     \ 
Hot  Applicable      \ 
i     -  \ 


ltution   or 


by   Surety  Company!       S  / 

Total   restitution   and   settlement   to  datet      S  Hot  Applicable 

1.        1  Bet   Loea  1       (After   subtracting  ^Byiaounti   paid   in   the   form  of 

j.         I  la   additional    loaa    auanactad?X       x  Tea"  "So  / 

\  (X*  veal   explain)  / 

That    nature    of     the    transactions     identified    in    this    referral    could    lead    to 
I  additional  loases  under  further   invert  igaition* ---^' 

k.-  £a»  the   suspected  wloiatlon  had  a  oaterlal   impact  on,   or  otherwise  affected,    tha 

financial    soundness    of   the    institution?      If    so,    please   explain. 

Teai     the    actlritlea    identified    and    alleged    wltbln    this    referral    could    hava 
contributed   to   the    failure   of    tha    institution. 
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/ 


07T8R  Of   kSiUFZASCXi 

Tha  Lndiriduala  llrtad  b«low_»r^*Lll-  b« — authorised  to  dlscascy  this  raforral  wlti 
•  ppropriace  law  soforcaosnt  official*  and  to  aarisx  la  locating  or  axplalnlag  aa- 
dociasant*   partlntnvto'  lMj   mfarral,    pnrrldsd  tiat   enuct  la   first  aads  witai 


— ^-*n  yjTgvy^n^g 

j  I-**  o.    Auaan^woartmant  ttaad/   Criminal    InT«rtlqatlona/XCCO 

1   (^lS)    831-2212 

1  L.    Richard   lorio/Tlald   Xn-rvrtiaatioas  officer^XCCO 

(816)    S31-2212 

!         / 

1            '                                      i 

1     i    /                                               r  :            "i 

\    \ 

TORM  /TttPAJMo    BT: 

Position i 

Aovney/  last  iftrt  ion  i 

Tolepoona   Itumbsri 

DatsiS 


Laura  Jaaa  Law  la 
Criminal    Investigator 
Resolution  Truat   Corporation 
(816)    968-7237 
August   31,    1992 


15.  ACTTBORIXAJIO*   FOR   BIWJafXXXMt  i 

dan 


?Mil<U 


rlaind^InTiitlfttlau   Oepa 


partaant   Haad 


oaf*   I 
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VS.  Department  of  Justice 


W«M..ir<w.  DC  20330 


MEMORANDUM 


TO: 

/ 


FROM: 
i 


GERALD  E.  MCDOWELL 

CHIEF 

FRAUD  SECTION 

/ 

/ 

MARX  J.  MACDOUGALL 

'trial  ATTORNEY 


RE:  .RESOLUTION  TRUST  CORPORATION  CRIMINAL  REFERRAL  NO.  C0004, 
DATED  AUGUST  31,  1992,  NAMING  JAMES  B.  MCDOUGAL,  SUSAN  H. 
MCDOUGAL  AND  LISA  ANSFAUGE 

\ 
DATE:\  FEBRUARY  23,  19  9  3 


This  a^no^anduffl  responds  to  your  request  that  a  review  olJthe 
captioned  cs^iminal  referral  be  undertaken  STicI  a  preliminary 
recommendation  made  regarding  further  investigation  and 
prosecution.  The  referral  names  JAMES  B.  MCDOUGAL  (an  officer, 
director  and  shareholder  of  the  former  Madison  Guaranty  Savings  & 
Loan  r&f  Little  Rock,  Arkansas),  SUSAN  H.  MCDOUSAt--(a  director  and 
shareholder  of  Madison  Guaranty  and  the  wife  of~~Tlames"~B~  McDougal) 
and  LISA^ANSPAUGH  (a  business  associate  of  the\McDobqals)  as 
persons  suspected  of  criminal  violations.  Ref.  at  2,3\and  4.  The 
author  of  tnk  criminal  referral,  Laura  Jean  LewisX  (Criminal 
Investigator^,  also  identifies  Governor  (now  Presicrent)  \BILL 
CLINTON,  HILLARY  RQDHAM  CLINTON  and  Arkansas  Lieutenant  Governor 
(now  ■  Governor)  JIM  GUY  TUCKER  as  witnesses.  Ref.  at  18.  j  Further, 
the  author. | of  the\rerarral  makes  allegations  concerning  former 
Senator  J.  WILLIAM  FuLBRISHT  but  does  not  name  Fulbright/ among  the 
persons  suspected  of  cVimin'aJ.  violations.  Ref.  at  7-8,  A 2  and  14, 

•      I 
i 


A-  8COPE  OF I  REVIEW 

■In  preparing  this  memorandumvthe  following  documents  were 
reviewed:  (1)  RTC  Criminal  Referrai^Ko.  C0004,  dateci^August  31, 
1992,;  (2)  Letter  dated  September  1,  19  9  2^rvrom_L^JBichaird  Iorio,  RTC 


Field  investigations  Officer,  to  Charles  A.  Banks,  United  States 
Attorney  for~~~t^e-?  Eastern  District  of  Arkansas,  (3)  Letter  dated 
October  16,  1992"^rom  Charles  A.  Banks  to  Don  Pettus,  Special  Agent 
in  Charge,   Federal  Bureau  of  Investigation/Little  Rock  Field 
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Office,  and-f4)  Letter  dated  January  27,  1993  fron  Charles  A.  Banks 
to  Donna  Henneman,  Office  of__Legal_Counsel/Departaent  of  Justice. 
None  of  the  transact lpjia-ir'docuaents  described,  in  the  referral  were 
provided  or  reviewed.  Accordingly,  all  "references  in  this 
memorandum  to  .factual  allegations  or  claims  are  based  solely  on 
statements  included  in  the  referral. 

B.  CRIMINAL  VIOLATIONS  ALLEGED 

The  author  of  the  referral  cites  conspiracy  (18  U.S.C.  S  371), 
misapplication  (18  U.S.C.  S  657)  and  ban*  fraud  (18  U.S.C.  S  1344), 
as  suspected  violations.  Ref.  at  1. 

C  80MKARY  OP  FACTUAL  ALLEGATIONS 

According  to  the  referral,  James  and  Susan  McDougal  were 
shareholders  and  directors  of  Madison  Guaranty  Savings  and  Loan  of 
Little*  Rock,  Arkansas.  James  McDougal  is  also  identified  as  an 
officer  of  the  institution.  The  extent  of  the  McDougals'  equity 
interest  in  Madison  Guaranty  and  the  of  f  ice  ^r^bf  f  ices  held  by 
James  McDougal  are  not  specified  in  the  referral.  Lisa  Anspaugh  is 
identified  as  a  business  partner  of  Susan  Mcnnngiil  wtm  abi»ryted~Ms. 
McDougal  in  bookkeeping  for  various  business  entities.-  While  no 
specific  information  is  provided,  the  facts  alleged  in  the  referral 
suggest  that  the  McDougals  were  also  active  in  real  estate 
development  at  the  time  of  their  association  wrth-iladison  Guaranty. 

The  referral  is  focused  on  the  activity  in  the^demaTid  deposit 
accounts  ma-intained  at  Madison  Guaranty  by  the  McDougals  and  a 
group  of  business  entities  allegedly  under  their  control  during  the 
period  February  1984  through  July  1987.  The  author  of  the  referral 
alleges  that  various  transfers  of  funds  among  these  accounts,  often 
involving  the  creation  or  funding  of  overdrafts,  constituted 
criminal  activity.  The  author  specifically  cites  "unauthorized 
loans,  check  kitingv  possible  forgery  (or  at  the  very  least, 
extensive  use  of  unauthorized  signatures) ,  potential 
misappropriation  of  fundsv  possible  illicit  campaign  contributions, 
diversion  of  loan  proceeds,  and" potential  bank  fraud,'*'.  Ref.  at  5. 


In  support  of  these  allegations,  the"  author  of  the  referral 
describes  some  76  banking  transactions,  nearly  all  involving  the 
making,  presentment  or  payment  of  checks  by  one  of  the  McDougals  or 
by  business  entities  associated  with  the'-McDougals^^Jler^at  6-17. 
Based^solely  on  this  information,  it  wcuTd*  appear  that  the 
McDougals"  regularly  issued  checks  on  Madison  Guaranty  accounts  with 
insufficient  funds.  Once  payment  was  made  on  these  checks,  the 
resulting  overdraft  would  often  be  funded  by  a  check  drawn  en 
another  McDougal  account  at  Madiscn  Guaranty,  which  frequently 
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created  yet  another  overdraft  in  the  second  account"..  Notations  en 
sotae  of  the  checks  suggest  that  they  reflected  loans  from  one 
entity  under  the  control  of— the— McDouga_Ls_to  another  or  to  one  of 
the  McDougals  individually. 

The  referral  further  suggests  that  many  of  the  checks  bearing 
the  signature  of  one  of  the  McDougals  were,  in  fact,  s-igned  by  the 
other  McDougal  or  by  Lisa  Anspaugh.  The  referral  cites  no 
evidence,,  however,  that  any  instruments  were  executed  in-  the  name 
of  an  authorized  signer  without  permission.  The  referral  further 
notes  a  check  in  the  amount  of  $3,000,  drawn  on  a  personal  account 
of  Mr.  and  Mrs.  McDougal  and  dated  April  4,  1985,  which  was  made  to 
the  order  of  the  "Bill  Clinton  Campaign  Fund".  This  account 
allegedly  carried  an  overdrawn  balance  at  the  time  the  check  was 
written  which  continued  for  approximately  30  days.  Ref.  at  11. 
On  the  same  date  a  second  check  in  the  amount  of  $3,000,  payable  to 
Madison' Guaranty,  was  drawn  against  one  of  the  McDougals"  business 
accounts.  Ref.  at  -6 .  Other  than  the  alleged  overdrafts,  the 
significance  of  these  checks  to  any  theory  of  criminal  activity  is 
not  clear.  In  addition,  in  several  instances,  the  author  of  the 
referral  alleges  that  $15.00  overdraft  fees  were  charged  by  Madison 
Guaranty^  to\  McDougal  accounts  but  were  subsequently  cancelled. 


The  author  of  the  referral  also  alleges  that^__^the_McDouga 1 ' s 
[sic]  clearly  diverted  funds  from  their  [MadTson  Guaranty]  heme 
purchase  and  improvement  loan  of  $351,502,  funded  in  2/85,  for 
other  purposes".  Ref.  at  7.  The  referral  specifically  alleges  that 
more  than  $100,000  was  "diverted"  to  the  repayment  of  other  loans 
then  due  from  the  McDougals  to  Madison  Guaranty^  Ref^  at  7  and  10. 
No  evidence  is  offered,  however,  that  any  f  alse~~statement  or  entry 
was  made  by^  either  of  the  McDougals  or  Ms.  Anspaughvin  connection 
with  the  home  loan  or  that  the  improvements  to  be  dene  on  the  home 
were  not  completed. 


D.  ALLEGATIONS  RELATING  TO  CLINTONS  AND  PULBRIGHT 

The  author  of  the,  referral  lists  President  Clinton  and  Hillary 
Rodham  Clinton  as  the  first  two  of  six  "...witnesses  who,  might  have 
information  of  the  suspected  Violation" .  Ref.  at  18.  No  factual 
claims  can  be  found  in  the  referra-lto  support  the  designation  of 
Mr.  or  Mrs.  Clinton  as  witnesses.   "~^~ — 1 

Other  than  the  campaign  contributions,  cited  above,  the 
referral  simply  identifies  the  Clintons  as  among,  "£.t]hose  who 

allegedly   stood   to   gain   the   most   from these-  'numerous   and 

questionable  inter-account  transactions".  Ref.  at  5  and  17.  This 
claim  is  based^vJpon  the  implication  by  the  author  of  the  referral 
that  the  Clintons  may  have  invested  in  one  or  mere  real  estate 
ventures  undertaken  by  the  McDouqals.  Ref.  at  5.   Citing  newspaper 
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references,  the  author  also  speculates  concerning  a  525,000  check 
issued  by  one  of  the  McDougal  entities  in  March  1985,-  stating  that 
"...this  could  have  been  the  tiae  frame  in  which  Whitewater  (the 
McDougal.  business  enti£y-)-~w_T  conductTng~transactions  regarding  the 
house  that  was  allegedly  purchased  and  subsequently  sold  by  Ms. 
Clinton".  Ref./'at  13.  No  other  information  regarding  this 
speculation  is  contained  in  the  referral. 

Similarly,  several  references  are  found  in  the  referral  to 
former  Senator  J.  William  Fulbright  as  a  principal  of  a  corporation 
named  "Earth  Movers,  Inc."  Ref.  at  7-8,  12  and  14.  The  referral 
describes  two  checks  drawn  against  McDougal  accounts  in  April  and 
May,  1985,  totalling  S50,000,  which  were  made  or  endorsed  to  the 
order  of  Earth  Movers,  Inc.  One  of  these  checks,  in  the  amount  of 
S301,  000,  was  issued  by  one  of  the  McDougal  entities  to  James 
McDougal,  endorsed  by  McDougal  to  Earth  Movers,  then  used  by  Earth 
Movers  to  purchase  a  Madison  Guaranty  cashier's  check.  The 
referral  states  that  the  $30,000  cashier's  check  had  not  been 
located.  Other  than  creating  or  increasing  overdrafts  in  the 
subject  accounts,  facts  suggesting  the  significance  of  these  checks 
or  the  implied  involvement  of  Fulbright  in  the  McDougals'  financial 
affairsxare.  not  provided  in  the  overdraft. 

2.  ANALY3I3  

The  referral  provides  substantial  factual  support  for  the 
assertion  that  Mr.  and  Mrs.  McDougal 's  conduct  may  have  constituted 
a  breach  of  fiduciary  duty,  abuse  of  position-; — and  self-dealing. 
The  referral  does  not  provide,  however,  "factual\al  legations 
suf fiicierits^  to  establish  the  elements  of  any  ^c*f.  thev  criminal 
statutes  used  in  the  prosecution  of  bank  fraud  cases  "{,18  UV.S.C.  $5 
215,  656,  657V  1005,  1006,  1014,  1344  or  1956).        \ 

The  author  of^  the  referral,  for  example,  repeatedly  alleges 
"checX  kiting"  on.  thX  part  of  the  McDougals.  Check  kiting  involves 
the  use  of  accounts^  at  two  or  more  financial  institutions  to  obtain 
interest-free  loans  by  taking  advantage  of  the  time  required  to 
complete  the  check-clear ingv process.  The  conduct  described  in  the 
referral,  however,  is  almost  fully  limited  to  the  issuance  and 
deposit  of  checks,  drawn  on  accounts  with  insufficient  funds, 
within  Madison  Guaranty.  While  the^issuance  of  such  "bad  checks" 
may  constitute  a  violation  of  state  law~|  it  is^generally  outside 
the  scope  of  Federal  prosecution.\^ 

\  / ' 

Moreover,  the  referral  does  not  include  allegations  of  conduct 
suggesting  a  level  of  criminal  intent  necessary  to  satisfy  that 
element  df\£ny\of  the  principal  Federal  bank  fraud  statutes. 
MisapplicatiofT^of."  funds ,  (13  u.S.C.  SS  =56  cr  657),  limited  to  tarJ< 
insiders,  requires  that  the  act  be  done  "willfully",  defined  as 
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voluntarily  and  purposely,  with  the  specific  intent  ta  disobey  or 
disregard"  the  law.  Fif th-e±TcuTt~~PartgrrKJurv  Instructions  at  51. 
The  general  bank  fraud  statute  (18  U.S.C.  S  nj-4.4 )  requires  that  a 
scheme/  or  artifice  be  executed  in  an  effort  "to  defraud  the 
institution  "knowingly",  defined  as  voluntarily  or  intentionally, 
not  because^ 'of  mistake  or  accident.  Fifth  Circuit  Pattern  Jury 
Instructions  at  49.  The  false  entry  statutes  (18  U.S.C.  SS  1005 
and/1006)/,  also  limited  in  scope  to  bank  insiders,  requires  that  the 
false  entry  be  made  "with  intent  to  defraud"  the  financial 
institution,  defined  as  the  intent  to  cheat  or  deceive  the  bank. 
Fifth  Circuit  Pattern  Jury  Instructions  at  130. 

The  absence  of  facts  establishing  criminal  intent  on  the  part 
of  the  McDougals  argues  persuasively  against  the  initiation  of  a 
criminal  investigation.  Further,  the  referral  does  not  claim  that 
any  specific  loss  to  the  institution  resulted  from  the  McDougal's 
checking,  account  activity.  Ref.  at  19.  The  payment  of  checks 
drawnx against  deficient  balances  and  the  waiver  of  overdraft  fees 
are  common,  if  improper,  accommodations  regularly  extended  by  banks 
to  substantial  customers.  The  referral  does  not  allege  that  this 
account  "activity  was  not  correctly  reflected  on  the  books  and 
records  ofx  Madison  Guaranty  or  in  reported ^to^Federal  regulatory 
:ies.   \  \  ■ 

\y 

It  should  also  be  noted  that  James  B.  McDougal  was  apparently 
indicted,  tried  and  acquitted  in  1988  or  1989  in  connection  with 
his  involvement  with  Madison  Guaranty.  Ref.. — it2;  Letter  frcn 
CharlessA.  Banks.  United  States  Attorney,  to  Don  R.  Pcttus .  Special 
Agent  in  Charge,  dated  October  16,  1992.  No  details^ elating  to  the 
previous  prosecution  of  McDougal  have  been  provided^ 

X  \    .\ 

Finally,  ma,  facts  can  be  identified  to  support  the  designation 
of  President  Bill^Clinton,  Hillary  Rodham  Clinton  or  Governor,  Jim 
Guy  Tucker  as  material  witnesses  to  the  allegations  made  in  the 
criminal  referralX  \ 


T.       HECOMXEMPATIOM 

i  \    \ 

Based  solely  upon  available"  ^-inf ormation,  and"  in  light  of 
applicable  law  and  current  Fravid  Sect io?T~5-tarKia-rds'  for  prosecution, 
the  conduct  of  James  B.  McDougal,  Susan  H.  McDougal  and  Lisa 
Anspaiugh  as  I  described  in  the  criminal  referral  does  not  appear  to 
warraint  the  initiation  of  a  criminal  "investigation.  ^-^' 
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\  \ 
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THE    RESOLUTION    TRUST    r^psrsa — r 


CRIMINAL   REFERRAL^-FROM    ITS    KANSAS    CITY,    MISSCURT>vCF FICE    TO 

F3I,     LITTLE    RCCX,     CONCERNING    ACTIVITY    THAT   OCCURRED    ATvMADISCN 

/  /  \ 

GUARANTY    SAVINGS    AND    LOAN    (MGSL)     BETWEEN    DECEMBER,     193-4,     AND 

/  / 

MAY,     198?.       RTC   SIMULTANEOUSLY    FURNISHED    A    COPY    CF    THE    SAME 

I  / 

REFERRAL-'  TO    THE    UNITED    STATES    ATTORNEY'S    OFFICE     (USAC), 

i      ; 

EASTERN  DISTRICT  CF  ARKANSAS  (EDAR) .   THE  EXHI3ITS  REFERENCE: 

\    \ 
IN  THE  REFERRAL  W 


\    \ 
HAVE  NOT  BEEN  REVIEWED  SY  LI" 

\   \    ■ 
AUGUST  26,XI?92,  AIRTEL,  LITT! 

ANTICIPATED  RECEIPT  OF  THE  MC3L  REF 


PROVIDED  TO  THE  USAC,  EDAR,  BY  PTC  AND 
:  ROCK  F3I.   3Y  REFERENCED/' 

cr-A.ls  cr  W-VA'  AC— .-v  X-LZZ^^^^rj^ZL 
REFERENCES  TO  3ILL  AND  HILLARY  CLINTON  AND  JAMES  AND  SUSAN 
MC  DCUCAL.  — -_^^ 

THE  FOLLOWING  "INDIVIDUALS  WERE  IDENTIFIED  IN^TLHE 
AS  PERSONS  SUSPECTED  CF  CRIMINAL  ACTIVITY: 

:  \  \ 

JAMES  3.  MC  DOUG A L 


\ 
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/ 
THE    FOLLOWING    ?£RSCNS__WESLE    ISENT-LSLED    3Y    RTC    AS    EEI>*C 

ZOSSIBLZ/VI-VZSSZS^TCTKZ   SUSPECTED    CRIMINAL   ACTIVITY: 

BILL   CLINTON 


/ 
HILLARY    RODHAM    CLINTON 

/  / 

JIM  GUY  TUCKER  (LIEUTENANT  GOVERNOR  -  ARXANS  AS J 


krtl» 


A.  SMITH 


u.  w.  fulsricht  ( former  Arkansas  senator j 
\   I 

GREG1,  YOUNG 

\         \ 
FURTHER    IDENTIFIED    3:    RTC    AS    PERSONS    rCSSIBLV    HAVING 

\       \  / 

KNOWLEDGE    CF\  VALUE    TO    ANY    INVESTIGATION    CONDUCTED    WERE:/ 


\ 


xirsy  Randolph 
r .  d .  ?anscj>h 
2cnnie  crocks?.! 

charles  e.   jam- 


RTC    rCTtZr.Z?.    STATES    IN    ITS    REFERRAL   THE    AMCUNT^CE 
A    RESULT    CF   THE^- ACTIVITY    FORMING    THE    BASIS    OF    THE    REFERRAL    IS 

x  X 

"UNKNOWN"  AND  "THE  ACTIVITIES  IDENTIFIED  AND  ALLEGED  WITHIN 
THIS  RZ7Z?SJ<L   CCULdXlAVExCCNTRIBUTED  TO  THE  FAILURE  OF  THE 

\  X 

INSTITUTION.'"   NONE  CF  THE  MULTITUDE  OF  EVENTS  DESCRIBED  WAS 
SPECIFICALLY  IDENTIFIED  AS  RESULTI-NG  IN  A  LOSS  TO  THE 


N 


/ 


F3I-O0GOC9S3 
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INSTITUTION ,/PillO    THEIR    CONTRIBUTION    TC 

MGSL    IS    NOT    IDENTi: 


'ENTUAL    "A ILL'S!    CF 


IN /LITTLE    BCCX    INVESTIGATION    DOCUMENTED    3V    FILE    MD-2549\ 

X  \    _    N 

(CLOSED),  JAMES  MC  DCUGAL,  JIM  HENLEY,  AND  DAVID  HENLEY  WL^ 

/      / 
INDICTED  BY'  A  FEDERAL  GRAND  JURY  IN  THE  EDAR  ON  NOVEMBER  20, , 
/ 

1989. j ON  VARIOUS  BANK  FRAUD  CrJ&GZS    RELATED  TO  THEIR 

I 
ACTIVITIES  AT  MGSL.   JOHN  LATHAM  PLED  GUILTY  TO  AN  INFORMATION 

CHARGING  HIM  WITH  SANK  FRAUD  AT  MG3L  ON  FEBRUARY  16,  1990. 


:rial  of  the  three  indicted  DEFENDANTS  WAS  HELD  MAY 


1990 


VERDICT    CF    NCT    GUsILTY    CN    ALL    COUNTS    ON    MC    DCUGAL    AND    JIM 
HENLEY.       THE    GIST    CF    THE    CASE    WAS    THAT    MC    DCLGA-    cN^-u.-ii^ 
HIMSELF    THROUGH    LAND    "FLIPS'*    AND    RELATED    REAL    ESTATE 
DEVELOrMENT.ACTIVITTES    FINANCED    3Y    MG3'_,     WHICH    H^^EFFiCTI VE LY 

CONTROLLED.       ^v  \^ 

IT    IS    NOTEQ^  MC.DCUGAL    IS    DESCRIBED    AS    A    DIAGNCSED    MANIC 
DEPRESSIVE    AND    HI  ^PSYCHOLOGICAL    STATE    WAS    PART    OF    HIS 
DEFENSE.       IT    IS    ALSO    NOTED" LATHAM    ADMITTED    TO    FALSIFYING 
INTERNAL   MGSL    DOCUMENTS    TO"  DECEIVE    FEDERAL    EXAMINERS.        IN 
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ADOITICN,  XNCTHER  POTENT 


CRCCHERCN,  TESTIFIED  If 


ED  3Y  RTC,  BONNIE 


N  ANOTHER  LITTLE  ROOK  MATTERl 


[AS  A  RECORDS  CUSTODIAN  FOR  A  FINANCIAL  INSTITUTION. 


/      /  \ 

1     ALTHOUGH  SHE  HAD  NO  REASON  TO  LIE,  SHE  DID  SO  TO  A  FEDERAL', 

/ 
GRAND  JURY  CONCERNING  HER  UNEXPLAINED  ALTERATION  OF  RECORDS 

/ 
REQUESTED  BY  THE  GRAND  JURY.   SHE  WAS  NOT  CHARGED  DUE  TO  THE 

i    j 

PERCEPTION    3Y    THE    ASSISTANT    UNITED    STATES    ATTORNEY    THAT 
CRCCHERCN'  WAS    NOT    IN    FULL    CONTROL    OF    HER    ACTICNS,     POSSIBLY    DU; 
TO    MENTAL    IRREGULARITIES. 

LRAL   REFERS    TO    THE    GENERAL    AND    SPECIFIC 
ETWEEN    NUMEROUS    INDIVIDUALS    AND    T^ETR    ALLEGED 
iiSSIVE    APPROVAL    IN    UNA; 


"I'Xjkl,,.,  ^ 


PARTICIPATION    OR/PA: 


{CRTTTETJ    LOANS    AN! 
CHECK    KITING.       THE    RTC    REFERRAL   CLEARLY    INDICATES    A    STRONG 
BELIEF  ~THE    SIGNATURES    ON    Cr.ZCKS    AND    LOAN    DOCVMENT5~~P-ERTINl 
TO    THE    REFERRAL   ARE    BELIEVED   TO    BE    FORGED   OR    "UNAUTHC 
IT    FURTHER    DESCRIBES    SOKE    OF   THE    COMPANIES    LISTED   ON    PAGt    5    AS 
SHELLS    WHOSE   CNLY\ACTnIVITY    WAS    TO    SERVE   AS    VEHICLES    FOR   THE  \ 

ALLEGED    ILLEGAL   ACTIT-ITTX    THE    ANALYSIS    CITED    IN    THE    LAST   TWO 
PARAGRAPHS    OF    PAGE    5    CLEXSLY^NDICATES    PROBABLE    CHECK    KITING 
ACTIVITY.       WHILE    THE    REFERPJU 


\ 
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THE     FURTHER 


SUPPOSITION    THAT    OTiicR    PERSONS    BENEFITTED    DCE5-NCT    APPEAR v TO 


/ 


BE  FACTUALLY  SUPPORTED  3Y  THE  DETAILS  THAT  FOLLOW  WITHIN  THE. 
REFERRAL.   /IN  ACDITION  TO  THE  ALLEGED  CHZCK    KITING,  THE 
MC  CCUGALS  ARE  ALLEGED  TC  HAVE  DIVERTED  THE  PROCEEDS  OF  THEIR 
MGSL  HOME  PURCHASE  AND  IMPROVEMENT  LOAN.   AS  CHARGED  IN  THE 
TRIAL  OF  MC  CCL'GAL  AND  ALLEGED  3Y  THE  ACTIVITY  IN  THE 
REFERRAL,  MC  CCUGAL  WAS  LIVING  FAR  BEYOND  HIS  LEGITIMATE  MEAN5 
AND  ENGAGED  IN  FINANCIAL  IMPROPRIETIES  AT  HG3L  AND  OTHER  / 


;ther  enrich 


i—j     u-vjc: 


COMPANIES  IN  ORDER  TO 

\   \ 
DETECTION   \ 

THE    REFERRAL    ALSO    NOTES     (PAGE    7)     THE    MGSL    30  AR 
DIRECTCRS    WAS    AWAR.E    OF    THE    TOTAL    MGSL    OVERDRAFT    SITUATION    AS 
REFLECTED    IN    ITS    CCTOSER,     193  5,     MINUTES    AND    VOTED    TO    CALL    IT 
"AN    INVESTMENT    IN    SERVICE    CORPORATION . " 

THE    ACTIVITIES    OF    MC    DOUGAL    AS    THEY    MAY    HAVE    INVOLVED 


BILL  OR    HILLAR-Y    CLINTON    ARE    RELATED   TO    WHITEWATER    DEVELOPMENT 

CCRFCRATICN,!   INcN^WWDJ  .       JAMES    AND    SUSAN    MC    DCUGAL   AND    BILL 

AND    HILLARY    CLINTON    WERE    THE    PARTNERS    IN    WWD.        PAGE    7,        , 

/ 


PARAGRAPH    4/  AND    PAGE    8,     PARAGRAPHS    2    AND    3,     DISCUSS    THE 
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CHECK-KITIXG   ACTIVITY    INV 
CLINTON^  ARE    NOT    MENTION 


CUNT    AT    MGSLX    THE 


-AJ4Y    CHEC! 

\  \ 

AND,     ^N    FACT./tT    IS    ALLEGED    IN   THE    REFERRAL  THE    SIGNATURE   OF\ 

JAMES7  mc  dcugal  was  forged  or  signed  by  ANSPAUGH,  or  possibly  \ 

SUSAN   MC   DCUGAL.       AS    STATED    IN   THE    LAST   TWO    SENTENCES    OF   THE 

/ 
REFERRAL/,     "ALTHOUGH    CIRCUMSTANCES    POINT   TO   THE    PROBABILITY 

ll.  ! 

THAT  SOME  OR  ALL  OF  HIS  EUSINESS  PARTNERS  WERE  AWARE  OF  THE  | 

*    >  J 

ACTIVITY';  TAXING  PLACE  WITHIN  THE  WHITEWATER  PARTNERSHIP  AND/ 

\         \  I    J 

CCRFORATEX  CHECKING    ACCOUNTS,     THERE    IS    INSUFFICIENT    EVIDEN/E    A. 

THIS    TIME   TO    PROVE    THAT    THEY    HAD    KNCWLECGE.       CONSEQUENTLY , 


THESE    INDIVIDUALS    WILL   APPEAR   ON   THE    LIST   OF   WI* 
CONTAINED   ATTHE)>END    OF    THIS    REFERRAL. 
"3USINESS    PARTNERS"    REFERRED   TO   ARE    BILL   AND    HILLARY    CLINTON. 
IT    IS  THE   OPINION    OF    LITTLE    ROCK    FBI    AWD   THE    UN~TT-£D^S~ATES 
D    FIRST -ASSISTANT,     EDAR,    THAT   THERE    IS^TNDE- 


INSUFFICIENT    EVIDENCE    TO    SUGGEST    THE    CLINTONS    HAD    KNOWLEDGE 

i  N   X  \         \ 

THE    CHECK-KITI^Cx ACTIVITY    CONDUCTED    BY    MC    DOUGAL   OR    ANSPAUGH.      \ 

I  \ 

THE    EARLIER   HENTIONXOF ^CAMPAIGN    CONTRIBUTION    TO    THE 

GUBERNATORIAL   CAMPAIGN  ALSONJREW 

!  I 

OR    INVOLVEMENT    BY    THE    CLIN? 
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PARAGRAPH/4,     OF    THE    REj: 

/ 
SUFFICIENT    EVIDENCE    AT    THE    PRESENT    TIME    TO    PROVE 

/         7 

PERSONS    LISTED    AS    WITNESSES    IN    THE    REFERRAL.       LITTLE    ROCK 

/  i  \ 

NOTES    KNOWLEDGE    BY,     OR    ASSISTANCE    FRCH,     THE    LISTED    WITNESSES 

/  / 

IS    NOT    ONLY    NOT    INDICATED,     IT    WAS    NOT    NECESSARY    FOR 

I  / 

MC  DCCGAL/ANSPACGH  TO  ADVISE  OR  INCLUDE  THE  WITNESSES  IN  THE 
i 

SCHEME . 


BEGINNING  ON  PAGE  12  OF  THE  REFERRAL,  SPECIFIC         / 

\        \  / 

TRANSACTIONS    CONCERNING    WVD    ARE    DESCRIBED    TO    THE    EXTENT    THE 

NATURE    WAS    OISCER.NI3LE    FRCH    HGSL    RECORDS    BY    THE    RTC./AT    TK' 
BOTTOM    OF    PAGEN13,     THE    REFERRAL    MAXES    REFERENCE-AS    A    "NOTE" 
THE    ALLEGATICNS^ADE    IN    NEWSPAPER    ARTICLES    CONCERNING    THE 
PURCHASE    AND    SALE    OF    A    HOUSE    BY    WWD    ON    BEHALF    OF    HILLARY 
CLINTCnX    THE    REFERRAL    RECOMMENDS    A    COURSE    C? 
GOVERNMENT /X/E-  <    TH£    REVIEW   OF   THE    RECORDS    OF 
AND   WWD   TO    DETERMINE    IF   WWD    CHECK   NUMBER    13  7, 


WAS    INVOLVED    IN  THE X^ANS ACTION .        IT    IS    NOTED    BY    LITTLE    ROCK     A 

THE    CHECK    INI   QUESTION.  WAS,  ALLEGEDLY    SIGNED    BY    ANSPAUGH    IN    THE 

!  I 

NAME   OF  JAMES    B.    MC    DOUGAL.  \THE    AUTHOR   OF   THE    REFERRAL/ 

IDENTIFIES    AiNS?AUCH    AS    THE    PRpBABCS^SIGNER    BASED    ON  .HER    OWN 
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/ 
OPINION    EASED    CN    OTHER 

S30,OOCK  LISTED 


/ 


WrUL'INO  SAMP-LZS.   A  DEPOSITNFOR 
BEING  PROCESSED  APRIL  30,  1985>TO  WWD  CAME 


FROM  MADISON/FINANCIAL  AND  APPEALS  TO  RELATE  TO  EFFORTS  TO  \ 

1  /  >  \  \ 

COVES  PREVIOUS  OVERDRAFTS  IN  THE  WWD  ACCOUNT.   AT  THE  BOTTOM  \ 

'     /  \    \ 

OF  PACE  18  OF  THE  REFERRAL,  XIR3Y  RANDOLPH  IS  IDENTIFIED  AS  A  < 

FORMER  RECEPTIONIST  AT  MGSL  WHO  RECEIVED  ALL  MONTHLY        ! 

|      ; 

STATEMENTS  OF  ALL  COMPANIES,  WHICH  IS  UNDERSTOOD  BY  LITTLE 


ROCK1  TO  'INCLUDE  WWD. 


\ 


\ 


THAT   SITUATION,     IF   TRUE,     FURTHER 


COMPANIES \kVOLVSD    IN    THE    CHECK    KITING,    AND    DCJ 

\\ 
SE    CLINTONS    HAD 


INDICATES,  A    STRCNG    POSSIBILITY    MC    DCUGAL   WAS    IN    CHARGE    CF  WWD/ 

\  \  '  /     7 

RECORDS \  JUST  AS  HE  WAS  WITH  THE  RECORDS  OF  NUMEROUS  pCHER   ' 

<CT  SUGGESTV 
THE  CLINTONS  >5A0  ACCESS  TO  CHECKING  ACCOUNT  ~3  .'A  I  EM  EN  I  b  1  HA-:' 
WOULD  HAVE  REFLECTED  THE  QUESTIONABLE  TRANSACTIONS  AT  THE 

XF  THE  CLINTONS  ARE  NOW  IN  POSSESSION  0?— SUTH  RECORDS 

rTIVlTYN.  THE-Y  MAY 
NOW  BE  AWARE.MCxDCUC  :AL  TRANSACTIC 

UTILIZING  THE  WWD  A 

!  |  \ 

J3KJE    NEWS  PAPER  ^ARTICLES    ALSO    MADE   A    POINT   OF   A    LETTER 
WRITTEN    BY   THE    ROSE    LAVJ\FIR>kIN    LITTLE    ROCK    (HILLARY    CLINTON 
IS    A  .PARTNER)    TO   THE    ARKANSAS    ST>ZZ    SECURITIES    COMMISSION 
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(Assc;  ,    which  :s  the  state  -'.—/-■■•  ;r;;r^-y?  fcs  cep  seeing 

MA"i    KAVS    BEEN    SIGN S3    BY    HILLAP.Y    CLINTCN,    -TS523    THE 
COMMISSIONS?!    CF    AS3C    TC    NCT    r'JKSL'E    AN    SXAMTNATI  ON    CE    MC3L. 

CN    SEPT.E^BE?.    23,     1952-,     SAC,     LITTLE    ?.CC\< ,     ANC    SCrSKVISCSY 
STAEE    MET    -TTH    'JSA    TO    CISCVSS    THIS    MATTES.        IT    WAS    THE    CrINICS 
C~    USA,     ECAP,    THE    INFCKMATilCN    CCNCSP.NINC    THE    CHECK    XITE    -AS    C" 
POSSIBLE    INTSP.SST,     WITH    ANSrAL'OH    AS    A    POSSIBLE    TAPCET.        IT    -AS 

CLINTCNS    IN    '-—  CNCCCING    WAS    IMrLAL'S  1 ELE ,     AN!    HE    WA>-NCT 
INCLINED    TC    ATTHCTIIIE    AN    IN_.'ESTI  CATI CN    C=    ?.SN_*u    A.  i"_J ~ 

WCUL2    TAI<Z>SCMI    TIME.        USA,     EEAP. ,     CPINET    THE    CCP-RSCT^CC'CP-SS^  CF 
STATUTE    CF    LIMITATIONS    CN    THE    VA3ZCCS    APPLICABLE    SANK    r.-<AL3 


rr    —j: 


STATUTES    AND    TC    CCMFLETSsAN    IN-CEPTH    ANALYSIS 


VCLVMINCCS    EXHIBITS    ANCILLAJ*"*  TO    THE    RSFEP.P.AL.       ALTHCCCH    HE 
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STATED    AN    INTEMTIQJK^O    FROYIOE    LITTLE    RCCX    WITH^CCFIES    CFYTHE 
EXHI3ITS,     WOKS'  HAVE    BEEN    RECEIVED    AS    OF    INSTANT    CATEX  \ 


ACCORDINGLY,     LITTLE    ROCX   HAS    TAKEN    SO    INVESTIGATIVE-. 


\ 


ACTION  ON  THIS  MATTER  FENCING  A  PROSECUTIVE  OPINION  FROM  USA, 
EDAR.   ON  OCTOBER  7,  199  2,  THE  FIRST  ASSISTANT  UNITED  STATES 
ATTORNEY  ADVISED  THE  LITTLE  RCCX  SCUAD  SUPERVISOR  THE  USA 
INTENDED  TO  ADVISE  THE  DEPARTMENT  OF  JUSTICE  OF  THIS  MATTER 


CU- 


/ 
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lace  199-         ^.^e  ~\^ 

to 

Early  1992  SSA  requested  JEAN  LEWIS,  RTC,  vork  or. 

preparing  referrals  for  SAVERS  and  1st 
Pedera_L, — both— tailed  institutions  located 
^^--rn 'Little  Rock.   RTC^wrs^advieed  FBI  was 
not  interested  In  referrals  "on  institutions 
where  we  had  previously  had  prosecutions 
as  much  as  we  were  with  institutions 
which  had  been  unaddressed  for  somextime.. 

March  ?  Newspaper  article  appeared  discussing' 

the  Clintons  partnership  with  JIM  McDCUGAL. 
in  Whitewater  Development  Corp.,  and 
the  failure  of  MADISON  GUARANTY.   Also 
mentioned  a  letter  HILLARY  or  Rose  Law 
Firm  wrote  to  Arkansas  Securities  Commission 
asking  for  no  action  on  some  issue 
concerning  MADISON. 

Wither,  two 

weeks,  JEAN  LEWIS  of  RTC  contacted  FBI  Little  Rock 

(Aaron)  review  our  investigation.  /'She  alsc 
examined  the  records  of  MADISON ^  which  were 
stored  in  the  Outlet  Mall  orvT-30  along  with 
records  of  most  of  the  other  failed  Arkansas 
S&Ls  (RTC  custody)   T.FV^  ar'v*  firri  T?^NC  arc 
was  called  off  her  work  on  the  SAVERS/FIRST 
PEDERAL  referral  to  work  on  the  allegations 
m  the  news  article.   Either  RTC  in 
Washington  or  regional  RTC— headquarters  in 
Kansas  City  had  Beer,   the  -ajrtic^l^and  asked  li 
RTC  had  the  records  of  MADISON^.   When  they 
learned  they  did,  they  wanted  the  CLINTON 
angle  investigated  to  make  sure  they  hadn't 
missed  something.  \ 


\ 


Within  next  few^  ^v 

weeks  \   FBI  (IRONS)  contacted  LEWIS'S  supervisor  to 

\aak\if  they  had  di6cove  ed  something  that 
looked  like  it  would  be  basis  for  a, referral 
and,  CLARK  WALTON  said  yes. 


Over  next  few  months  RTC  (Lewa,s)  apparent-Ly_ajd^ised  several  A'JSAs 
and  F3I  employees  of  what  she  was  working  on. 

\  / 

Mid  August',  1^92     LEWIS  advised  FBI^the  referral  was, almost 

-~-  complete.   Ker  superror-s.  cave_he-r'  a  deadline 

^*v*^.     ^       3/31/92  without  fail.   She  advised  she 
~"^\^-     gave  up  a  ]ob  opportunity  in  Washington 

in  order  to  complete  the  referral,  nctir.g 
she  might  change  the  course  of  history. 

FBI-00001526 
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Around  8/31     ^-  "   FSI  talked  to  L£WI£,  who  advised  she  was 

almost  done  and  would  overnight  the  packace 
when  complete. 

Rei e-rraT  recei ved~£~roni  _RTC .   USA  received 
is  copy  same  date.      ~~\_ 

Spoke  to  USA  who  wanted  us  to  take  no  acticn 
until  we  had  time  to  discuss  it  due  to 
sensitivity.   (Previous  conversations  that 
it  was  coming  had  occurred) 

Next  few  days       RTC  began  to  call  and  ask  what  F3"  was  doing 
with  the  referral. 

9/9/92  RTC  leaves  phone  message  complaining  FSI 

return  calls  and  give  status  report. 

9/2.0/92  RTC  was  advised  no  decision  by  USA  and'  FBI 

\  was  not  gome  to  be  in  a  positicn  to  give. 

\  status  reports  when  he  did. 

9/18/9-2  Lewis  of  RTC  meets  with  SAs  and  AUSAs  en 

another  case .   Prior  to  she  aek°d  me  what 
6tatU6  cf  MADISCN  was.   TaieTher  net  decided, 
but  meeting  was  schedule's  with  USA. 

V' 

After  her  meeting  she  waited  for  me.   She 
again  asked  for  status  and  was  told  she   wculd 
have  to  ask  USA.   She  advised  her  bess, 
Richard  Iorrio.  kept  a8king~~-h-er  to  try  to 
find  out  what  we  were  doisi^^  xlrejninded  her 
of  sensitivity  and  that,  even^vf  USAxdecided 
to  go  forward,  these  cases  took  longer  than  a 
month  to  determine  what  was  there.   She 
advised  everyone  above  her  in  RTC  was  aware 
of  referral  and  it  was  approved  at  Washington 

-before  going  out.   She  apologized  for  asking 
repeatedly  but  said  her  superiors  kept 
telMng  her  to  find  out  what  we  were  doing 

.What  we^  were  doing  with  the  case.   She  was 
anyvcommunication  would  have  to  come  from 
the  USA  ancSFBI  would  not  even  tell  her  when 
the  meeting  td^discuss  it  tcojc-place,  much 
less  the  outcome.  ~^~To"ld  hereto  deal  directly 
with  USA  ancKcut  FBI  cut.   Also  observed  she 
and  RTC  had  r.o^teascr.  or  need  to  knew.   She 
offerred  assistahee^if  needed.  ^^^ 

9/2j/92~~~^--^\.      FBI  and  USA  meet,  r.o  acticn  taken  pending 

"^~0     further  review  ty  VSA . 

J  FBI-00001527 

10/6/92  First  Assistant  USA  advises  they  are  going 

notify  DOJ  they  received  referral  .   Alsc 


88 


atfv~i3ed   JEAN   LEW'S   c£~^C   new   calling   hir.. 
She   called   and   said   she   didrv' ;t    mean   tc 
p«6ter   him  but    it   was   standardvto   make   a 
follcwup   contact   aix  weeks   after' any   referral 
to  make   6ure    it   was   received  and   find  out 
^-aTiy^cT.arificlitTon--ot_a8siatance   was 
needed. 
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9/18/92 

Jean  Lewis,  RTC,  was  in  office  today  for  Kail  raatir.gr- with  S7CLL, 
HARRIS.  CALHCUN.  HALL.   Prior_LG__she  asked  ae   what  status  of 

MADISCN/was.   Told  her -not  decided,  ~buT~mea-ti  ng  scheduled. 


After  her  meeting  she  waited  for  ma.   Sha  again  aslcad  for  status 
mnd   was  told^she  would  hava  to  ask  USA.  Shu   advised  her  boss, 
Richard  Iorrio.  kept  asking  her  to  try  to  find  cut  what\we  were 
doing.   Ix reminded  her  of  sensitivity  and  that.  even  if  USA 
decided  to  go  forward,  these  cases  took  longer  than  a  ncnth  to 
determine  what  was  there.   She  adviied  everyone  above  her  in  RTC 
was  aware  of  referral . 


\ 
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en  rettus 


w  -  _   p 

Special  Agert  :.-.  Charge 
Federal  Bureau  cf  l.-.ves: 


/;  Financial  Ca: 
L  i  t  r  Le  n  c  c  x  ,  A_~ 


^::a  . _ C 


sa :   j 

Z  e  2  r  y_r  .  ?  i 


al  Mc.  c: 


This  is  a 
sacc.-.c  rev  lev.  c: 


:r.e     zzz;»     referenced  referral  wit: 


/cu  ry  sancus  reservations 
liviruals  ir»vrived  in.  the 


«~  the  tire  ve  ret,  .  exr.air.ee 
abcut  future  cr:s«cu:  icns  cf  the 
referral.  Mv  evaluat :cr.  cf  the  re: 
r.ct  a  prcsacuiirls.  case  capable  cf  being  proved 
dcubt  against  a.-.y  cf  t.-.e  witnesses.  While  participat ;cr.  cf  sere  cr 
all  cf  these  witnesses  certainly  suggests  peer  ]udgre.-.t,  pcssible 
conflicts  cf  interest  cr  ethical  ir.f  ractic.-.s ,  prcvir.g  specific 
ir.tar.t  -cr  kr.cwi.-.g  criri.-.al  ccr.cuct  would  re  a  p r s-s-a.ru t c r lal  burcer. 
that  could,  r.ct  re  carrier  revcr.d  a  reasonable  cc-u'rt.  — ^ 


\ 


The  cr.iyNal  legat  icr.s  having;  a.-.y  credibility  worthy  cf  possible 
deiiberaticn  f  cVNi.".vestigaticn  exists  agai.-.st  Mr.  ar.d  Mrs ..  McCcugal 
a.-.d  Lisa  Ar.spa.ucrs,  Even  these  allegations ,  ccrbi.-.ed  witr.  Mr. 
McCcugal's  previcus"~acruittal ,  his  present  rer.tal  state  alcr.c  with 
r.c  prcspect  cf  recovering  lest  rcnies  frcr  the  institution  have 
sericus  negative  attributes  fcr  a  successful  prosecution  cf  these 
insiders.  '  X   \ 

I  ar  new  advised  that  ycu  h-ave  been  crdered  te  dc  an  vrrediata 
review  ta  deterri.-.e  if:  an  i.-rtestigaticn  i3  warranted.  As  part  cf 
sare,  ycu  are  required  tc  send  a  prospective  prcpos-ai  fcr  such 
investigaticn  by  Friday,  October vi6,  1992?"  Such  -a^Tcrder  dcea  net 
apply  tc  this  office.  "  \  ,a^.as<t, 


However,  I  dc  believe  it  right  be  he"ip.ful  tc  reitera-ta  what  1 
L-.e  tcirci  ycu  previcu3ly.  Neit.-.er  '  perscnarry — rrcr^thia  cffice 
.11  participated.-,  any  pr.ase  cf  sue.-,  an  investigaticn  regarding 


tr.  e 

this  craily 

this  cart  c: 


:c  officials 
vcur  reccrt 


:c  Vcvenber  3.  1992.   Ycu  rav  cc  —  u.-.ica  t  a 
:f  the  F3I  cr  vcu  shcuid  L-o  »  -  -  :  r  e  -j  z^.  r-  •■  - 

F3:-ccoc:.c*-c-  ^ 


93 


While  Z    dc  r.c:  i.-.ter.d  *,-  ■-*■=■-•  7  -  -■  -_f -  -  ■=■  -cr.<  cf  R~z,    Z    rust 

cpi.-.e  that  a':er  such  „a--]rapse  cf  tire  Che  i.-.s-rs-ter.ce  fcr  urgency  1.- 
this  case  appears-^tc  suggest  an  ir.ter.ticr.al  "c-t  uni.-.ta.-.ticr.a  1 
i:te::t  :c  intervene  i.-.te  the  political  prrcess  cf^  the  upccri.-.c 
presidential  election.  Ycu  a.-.d  Z  !c.-.cv  Lr.  i.-.vestiga  ::cr.3  cf  this 
v~e,  the  first  steps,  sue*,  as  issuance  cf  grind  jury  surpce.-a  fcr 
records,  will  lead  tc  redia  ar.d  pu— lie  inquiries  cf  ratters  tr.it 


are  s-ur.-e^ 


arsclu: 


-p/j  •  >  -- 


ues:::.-.s  a_cut  sucn. 


a.-,  investigation,  m  today's  rccerr.  political  clirate  all  tec  cfts.-. 
purliciy  purports  t:  'iecitirice  what  can't  he  proven." 

:cr  re  personally  tc  participate  in  an  i.-.vescigaticn.  teat  : 
!(.-.cv  will  cr  cculd  easily  lead  tc  the  iievs  sce.-.anc  ar.d  tc  the 
possible  denial  cf  rights  due  tc  the  targets,  subjects,  witnesses 
cr  defendar.ts  is  inapprcpriate .  Z  relieve  it  arcunts  tc 
prosecutorial  risccr.duct  and  viclates  the  rest  basic  f  u_-.dare.-.ral 
r'ule  cf  Tepartrent  cf  Justice  policy.  Z  can.-.ct  re  a  party  tc  sucn 
acticr.s'  and  relieve  that  sucn  would  re  detrire.-.tal.  tc  the 
L"epartrer.t  cf  Justice,  TzZ ,  this  office  and  tc  tha  President  cf  t.-.a 
Ur.ited  States.. 

In  due  tire,  Z    will  pe  harpy  tc  reet  w>tn  ycu  tc  discuss  a 

allecacic.-.s  recardi.-.c  Mr.  and  Mrs.  McCcugal  and  Ms'.  Ar.spaugh.  :.-. 
the  event  I  ccnclude  that  their  case  snculd  re  declined,  which  at 
this  pci.-.t  is  a  distinct  possibility,   the  CCJ  can  certainly 

and  resources  tc  bcth  tne  investicaticn  and  p-rcsecu~t  icr.  cf  the 
case.      \      _  '  \   \ 

Fcr  ycur^mf  erratic.-. ,  m  the  event  Z   receive  any  press  inquiry 

free  any  source ^whatsoever  Z     ar  cci.-.c  tc  refer  ther.  tc  the 

supervisory  officials  in  the  Zepartre.-.t  cf  Justice  ar.d/cr 
Resolution.  Trust  Ccrrcraticn. 


\ 


rhar.x  ycu. 


2est  Recards 
J' 


V&JL^A.  &JU 


CH&vLIsS    A.     SA.'C<S 

United  States  Attcr.-.ev 


C.-.5 
cc : 


ricyc"  Mac  Gc.dsc.-. 
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DATELINE:  WASHINGTON,  March  9 

BODY: 

The  favors  that  President  Bush  dispensed  as  he  campaigned  throughout  the 
South  last  week  were  a  result  of  a  formal,  systematic  effort  to  coordinate  the 
policies  and  actions  of  the  Federal  Government  with  the  political  operations  of 
the  President's  re-election  campaign,  say  Administration  officials  and  campaign 
workers. 

A  small  group  of  White  House  officials,  closely  supervised  by  Mr.  Bush's 
chief  of  staff,  Samuel  K.  Skinner,  transmits  requests  from  the  campaign  to 
Government  agencies.  This  arrangement  is  known  as  "the  funnel."  , 

Criticism  From  Challengers 

The  benefits  of  incumbency  are  not  new  to  office  holders,  from  Presidents  to 
mayors.  And  in  most  instances,  there  is  nothing  illegal  about  the  use  of 
government  largess  for  political  purposes.  At  the  national  level,  chief 
executives  of  both  parties  have  long  exploited  the  powers  of  the  Presidency  in 
election  years. 

Still,  the  political  use  of  Government  grants  has  drawn  sharp  criticism  from 
Mr.  Bush's  Republican  challenger,  Patrick  J.  Buchanan,  and  from  Democrats  in 
Congress. 

In  this  instance,  top  officials  from  the  campaign  and  the  Administration  hold  • 
daily  meetings  to  coordinate  their  efforts.  Among  those  who  attend  are  Mr.   , 
Skinner  and  his  deputy,  W.  Henson  Moore;  Frederic  V.  Malek,  the  manager  of  Mr. 
Bush's  campaign;  Robert  M.  Teeter,  the  campaign  chairman;  {Catherine  Super, 
director  of  Presidential  scheduling;  Edith  E.  Holiday,  secretary  of  Mr.  Bush's 
Cabinet,  and  William  Kristol,  chief  of  staff  for  Vice  President  Dan  Quayle. 

Each  Government  agency  has  a  "campaign  contact,"  a  Federal  employee  who  can 
supply  information  to  the  campaign  and  arrange  political  speeches  and  travel  by 
agency  officials.  Likewise,  the  White  House  has  agencies  review  campaign 
literature  for  accuracy  and  consistency  with  official  Administration  positions. 

Mr.  Bush  boasts  about  the  fruits  of  such  cooperation,  which  include  Federal 
money  and  regulatory  actions  intended  to  please  voters  in  politically  important 
states. 
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Last  Thursday  officials  from  the  Army  Corps  of  Engineers  told  Gov.  Lawton 
Chiles  of  Florida  that  they  would  agree  to  help  finance  a  project  to  restore  the 
natural  course  of  the  Kissimmee  River,  which  in  the  1970's  was  diverted  into  a 
canal  with  untold  damage  to  fish  and  wildlife.  Governor  Chiles,  a  Democrat, 
hailed  the  agreement  as  "a  tremendous  breakthrough  in  the  20-year  effort"  to 
protect  the  Everglades  and  rivers  feeding  into  it. 

Debby  Kilmer,  director  of  the  Washington  office  for  the  State  of  Florida, 
said:  "I  don't  think  it's  coincidence  that  it  happened  this  week.  The 
Administration  wanted  to  help  Florida,  and  this  is  a  major  issue  in  the  state." 

Florida  holds  primary  elections  on  Tuesday. 

Likewise,  in  a  campaign  trip  through  Southern  California  last  month,  Mr.  Bush 
announced  S800  million  worth  of  road  improvements,  sewage  treatment  projects  and 
other  public  works  to  promote  economic  development  along  the  Mexican  border. 

Mr.  Malek,  the  Bush  campaign  manager,  knows  the  benefits  and  risks  of  using 
Federal  money  to  win  support  for  a  President's  re-election.  As  an  aide  to 
President  Richard  M.  Nixon  20  years  ago,  Mr.  Malek  devised  a  program  to  improve 
the  Government's  "responsiveness"  by  directing  Federal  grants  and  other  benefits 
to  important  constituencies.  Mr.  Malek  later  said  that  the  program,  exposed  in 
investigations  of  the  Watergate  scandal,  was  a  mistake  because  it  left  an 
impression  of  impropriety. 

Standards  of  Conduct 

In  an  effort  to  prevent  embarrassment  and  abuse  this  year,  the  Bush-Quayle 
campaign  requires  campaign  workers  to  sign  standards  of  conduct.  One  provision 
says  campaign  workers  "shall  not  initiate  communications  with  the  White  House  or 
any  Federal  official  or  employee  on  behalf  of  the  campaign  for  any  purpose 
unless  specifically  authorized  to  do  so  by  a  member  of  the  senior  staff  after 
securing  legal  clearance." 

Such  contacts  are  supposed  to  go  through  the  White  House  funnel.  At  the  neck 
of  the  funnel  are  Mr.  Skinner  and  Ms.  Holiday,  who  serves  as  chief  liaison  to 
the  campaign. 

The  "campaign  contact"  at  each  department  is  a  senior  official,  usually  an 
assistant  secretary,  appointed  by  the  President  and  confirmed  by  the  Senate. 
Such  officials  are  generally  exempt  from  the  Hatch  Act,  the  1939  law  that  limits 
the  political  activities  of  Federal  employees. 

Federal  auditors  say  it  is  difficult  to  prove  a  violation  of  the  law  when  the 
money  is  being  used  simultaneously  for  some  purpose  authorized  by  Congress. 

Administration  officials  say  the  dispensing  of  favors  by  the  White  House  in 
the  last  two  months  does  not  reflect  an  effort  to  buy  votes;  rather,  they  prefer 
to  describe  it  as  an  effort  to  create  a  politically  congenial  environment  for 
the  President  in  an  election  year. 

"I've  got  to  brag  about  something,  and  you're  darn  right  I'm  going  to  brag 
about  the  highway  bill  and  all  the  jobs  that  go  with  it,"  Mr.  Bush  said  after 
engineering  a  windfall  of  Federal  aid  for  New  Hampshire  last  month. 
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Is  It  Appropriate? 

Representative  Ron  Wyden.  Democrat  of  Oregon,  said  recent  decisions  by  the 
Small  Business  Administration  appeared  to  be  "politically  inspired."  But 
Patricia  Saiki,  head  of  the  agency,  insisted  the  decisions,  including  new  loan 
guarantees  for  small  businesses,  were  a  response  to  the  recession,  not  to  the 
political  calendar. 

David  M.  Ifshin,  general  counsel  for  the  campaign  of  Gov.  Bill  Clinton  of 
Arkansas,  a  Democratic  candidate  for  President,  said,  "It  is  hard  to  define  the 
line  between  what's  appropriate  and  what's  inappropriate  in  the  use  and  timing 
of  Government  grants." 

It  is  difficult  to  show  how  politics  influenced  a  particular  decision  because 
"the  mechanisms  of  investigation  are  in  the  hands  of  the  executive  branch 
itself,"  said  Mr.  Ifshin,  who  also  served  as  general  counsel  for  Walter  F. 
Mondale's  Presidential  campaign  in  1984. 

The  Federal  Election  Commission  has  issued  detailed  rules  requiring  campaign 
committees  to  pay  for  campaign-related  travel  by  public  officials.  But  the  rules 
give  no  indication  of  how  much  interaction  is  allowed  between  a  campaign  and  the 
Government. 

Roger  M.  Wirten,  an  expert  on  election  law  who  advises  Common  Cause,  the 
citizens'  lobby,  argued,  "The  standards  require  an  exercise  of  judgment  and  are 
subject  to  abuse,  given  the  incentives  to  conserve  campaign  dollars  by 
substituting  Government  money  when  that  can  arguably  be  justified." 

GRAPHIC:  Chart:  "Delegate  Tally"  --  Current  breakdown  of  Presidential  preference 
of  delegates  to  the  national  political  conventions  as  compiled  by  The  New  York 
Times. 


DEMOCRATS 

Brown 

57 

Clinton 

298 

Harkin 

86 

Kerrey 

27 

Tsongas 

144 

Uncommitted 

236 

Total  delegate  votes 

4,288 

Needed  to  nominate 

2,145 

REPUBLICANS 

Buchanan 

20 

Bush 

206 

Uncommitted 

5 

Total 

2,209 

Totals  are  through  Monday.  Preferences  are  based  on  state  laws,  party  rules 
and  projections  from  early  results  in  caucus  states  except  Washington.  The 
Democratic  total  includes  preferences  of  super  delegates,  who  include  Democratic 
National  Committee  members,  governors  and  former  elected  officials.  They  have 
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been  reached  by  telephone  since  Feb.  19.  Members  of  Congress  who  are  also  super 
delegates  have  not  yet  been  chosen,  (pg.  A21) 

LANGUAGE:  ENGLISH 

LOAD-DATE:  March  10,  1992 
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HEADLINE:  Appointment  of  Edith  E.  Holiday  as  Assistant  to  the  President  and 
Secretary  to  the  Cabinet 

BODY: 

The  President  has  appointed  Edith  E.  Holiday  to  be  Assistant  to  the  President 
and  Secretary  of  the  Cabinet.    She  would  succeed  David  Bates. 

For  the  past  21  months  Vis.  Holiday  has  served  in  the  Treasury  Department, 
most  recently  as  General  Counsel.  1989-1990.    Prior  to  this,  she  served  as 
Assistant  Secretary  of  the  Treasury  for  Public  Affairs  and  Public  Liaison  and 
Counselor  to  the  Secretary.  1988-1989:  chief  counsel  and  national  financial  and 
operations  director  for  the  Bush-Quay le  1988  Presidential  campaign:  director  of 
operations  for  George  Bush  for  President.  1987-1988:  and  special  counsel  for  the 
Fund  for  America" s  Future.  19S5-19S7.    In  addition.  Ms.  Holiday  has  served  as 
Executive  Director  for  the  Presidents  Commission  on  Executive.  Legislative,  and 
Judicial  Salaries.  1984-1985:  an  attorney  with  the  law  firm  of  Dow  Lohnes  and 
Albertson.  1983-1984:  an  attorney  with  the  law  firm  of  Reed  Smith  and  McClay. 
1977-1983:  and  legislative  director  for  United  States  Senator  Nicholas  F.  Brad}. 
1982. 

Ms.  Holiday  graduated  from  the  University  of  Florida  (B.S..  1974:  J.D.. 
1977).    S^he  was  bom  in  Middletown.  OH.    Ms.  Holiday  is  married  to  Terrence  B. 
Adamson:  has  one  child.  Kathryn.  and  one  stepson.  Terrence  Morgan  Adamson:  and 
resides  in  Atlanta.  GA.  and  Washington.  DC. 

LANGUAGE:  ENGLISH 
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0-tlA  (Rr«  01/3S/VI) 


Apartment  of  justice 
federal  bureau  of  investigation 
communication  message  form 


VIOLATES    AS    ALLj 

1INAL  y«fAL    FORM,    DATED    Vl/12. 

u 


AND  REVIEW  THE  DOCUMENTS  REFERENCED  IN  .THE  CRIMINAL  REFERRAL. 
IN  ORDER/TO  PROTECT  THE  IDENTITIES  OF  PASSIVE  INVESTORS  ANDXOR 


WITNESSES'.  LITTLE  ROCK  SHOULD  NOT  CONDUCT  ANY  OVERT  INVESTIGATION 


rNESSESi  LITTLE  ROCK  SHOULD  NOT  CONDUC 
:h\aS  WITNESS  INTERVIEWS  OR  SERVING  OF 


SUCHVAS  WITNESS  INTERVIEWS  OR  SERVING  OF  GRAND  JURY  SUBPOEN.AS  i 
THIS  TtfHE\   IN  ADDITION,  THE  DOCUMENTS  SHOULD  BE  AFFORDEDy 
APPROPRIATEXSECURITY  SO  AS  TO  MAINTAIN  THE  PRIVACY  OF  JPHE 
WITNESSES^ 

LITTLE  f       VIZ    REQUESTED  TO  SUBMIT  RESl 
INVESTIC        IND  ANTICIPATED  INVESTIGATIVE  AND  PROSECUTIVE  PLANS 
BY  C0B^\10/lb/^2,  TO  FBIHfl,  UCCS,  FIFU,  ATTENT£W*--4.  SSA  KEVIN  B 
KENDR] 
BT 
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^-.-CPARTMENT  OF  JUSTICE 
FEDERAL  BUREAU  OF  INVESTIGATION 
COMMUNICATION  MESSAGE  FORM 


PAGE    3 
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FORM  FROJI-'THE  RTC  ALLEGING  U 
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PACE    TWO    Of 

ATTORNEY     <UiA),    EASTERN    OISTRICT    OP     ARKANSi 
COLLAR    CRIME    SUPERVISOR    AND    FINANCIAL    ANALY! 
LITTLE    ROO,    CONOUCTED   AN    EXTENSIVE    REVIEW 
E    Ap/pRCXIHATELY    300    EXHIBITS    FURN1 

TRUST    CORPORATION    (RTC).       USA    CONCURS    THERE    IS 
FACTUAL    BASIS    TO    SUCCEST    CRIMINAL    ACTIVITY    ON 


THE    PART    OF    ANJ    OF    THE    INDIVIDUALS    LISTED    AS    WITNESSES     IN    THE 
l  f EELS    THE    LIMITED    OATA    FURNISHED    HAY    INDICATE, 
rY\ON    THE    PART    OF    CAPTIONED    SUBJECTSt    JA^rs    ANO 
SUSAN    *C    OOUGALtNMDNLISA    ANSPAUCH.       HOWEVER,     USA""lS    HOLDING 


PROVISION    OF    A    PROSECUTIVE    OPINION    REGAROING    THOSE    SUBJECTS     IN 
ABEYANCE. 

AS    OIlSCUS^O    IN    PREVIOUS    COMMUNICATIONS,    JANES 
WAS    PREVIOUSLY    INDICTED    FOR    FRAUD    RELATED    TO    THE    FAILURE    Of 


US    PREVIOUSLY    I 
UDISON    GUARANTY 


CURRENTLY    HAS    NO 


INCOME    AND    IS    BElLlE 


FRIENO.       WHILE    THE 

MORE    FEDERAL    VIOLA. . 

LlKELlHOOq    OF    PROVING    SUCH    VIOLATIONS     A 


OPPORTl'NIT-Y^COST    Vo    OTHER    PRIORITY     INVESTICATI 
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PACE    THREE    OE/FBILR    0001 


SAVINGS    OF     ABIUN3AS     ii>JD    «650    HILLION    AT 
SAVERS    SAVINGS.       REFERRALS    HAVE    NOT    BEEN    RECEIVED    FOR    THESE 

INSTITUTION! 

I 
J47.7    MLLK 

IT    EXPEDITIC 

FIRST    FEDERi 

INVESTICATIC 

MUCH    CREATE* 

i 
SAVINGS    ANO 

I 
LITTLE    ROCK    TO    THE    REGIONAL 
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1ST  STORY  of  Level  1  printed  in  FULL  format . 

Copyright  1992  The  Washington  Post 
The  Washington  Post 

October  5,  1992,  Monday,  Final  Edition 

SECTION:  FIRST  SECTION;  PAGE  A7 

LENGTH:  304  words 

HEADLINE:  Clinton's  Passport  Files  Missing  Several  Pages; 
FBI  Reportedly  Probes  Possible  Tampering 

SERIES:  Occasional 

BYLINE:  Gary  Lee,  Washington  Post  Staff  Writer 

BODY: 

The  FBI  is  investigating  whether  someone  tampered  with  Democratic 
presidential  nominee  Bill  Clinton's  passport  files  at  the  State  Department, 
according  to  the  current  issue  of  Newsweek  magazine. 

The  investigation  began  after  State  Department  officials,  responding  to 
Freedom  of  Information  Act  requests  by  several  news  organizations  to  see 
Clinton's  passport  records  from  the  1960s  and  1970s,  found  "that  several  pages 
seemed  to  have  been  ripped  out,"  the  magazine  reported. 

Whether  or  when  the  tampering  occurred,  or  who  did  it,  is  unclear.  Officials 
at  the  State  Department  and  the  FBI  declined  to  comment  on  the  report  yesterday. 

The  news  organizations  apparently  were  investigating  Clinton's  draft  record, 
which  has  been  an  issue  in  the  campaign,  and  his  days  as  a  student  in  England  as 
a  Rhodes  scholar  in  1969  and  1970.  While  he  was  a  student  there  he  took  a  40-day 
trip  during  his  winter  vacation,  visiting  Denmark,  Norway,  Sweden,  Finland,  the 
Soviet  Union  and  Czechoslovakia. 

The  State  Department  visa  office  keeps  records  of  requests  for  new 
passports  or  changes  in  citizenship.  Access  to  the  files  is  carefully 
restricted,  the  department  said. 

Clinton  aides  said  they  had  no  knowledge  of  any  tampering  with  the 
candidate's  files  at  the  State  Department. 

"We  certainly  didn't  have  anything  to  do  with  it,"  said  Clinton  spokesman 
George  Stephanopoulos,  declining  further  comment  on  the  report. 

Another  aide  pointed  out  that  the  GOP  officials  who  have  been  in  charge  at 
the  State  Department  for  the  past  12  years  would  have  had  better  access  to  the 
files  than  would  Democrats. 

But  a  Bush  campaign  aide  said  Republican  campaign  officials  knew  nothing  and 
denied  any  implication  of  wrongdoing. 

"We  know  nothing  about  the  files  except  what  we  have  seen  in  news  reports," 
said  spokeswoman  Torie  Clarke. 
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U.S.  Department  of  Justice 

United  Siates  Attorney 
__Eastern  District  of  Arkansas 


Poll  Offiet  Bet  12:9 

W3  FEB -I  PJ  35u***i.-*'*-«i«u'52aw 


GST 


J.lScL 


Ms1.  Donna  Henneman 

Of f icei  of  Legal  Counsel 

Executive  Office  for  U.S.  Attorneys 

Main  Justice  Building 

Washington,  D.C.   20530 


RTC  Referral  C0004 


Dear 


ThisXis^a  follow-up  to  my  letter  of  October  16,  1992,  which  I 
believe  was\previously  sent  to  you.   If  »<■>+•,,  »  -Softy  1 3  ■'!■  1"  i^-i 

RTC  officials  have  again  contacted  this  office  following  an 
FOIA  request  upon  them  by  some  member  of  the  Little  Rock  media. 

I  RTC's  contact  with  us  was  to  determine  "-the  pdTsi^ion  of  this 
office  regarding  their  response  to  the  FOIA  request^  Specifically, 
RTC  !wanted\to  know  if  a  production  of  referral  documents  would 
affect  our  investigation. 

of  this  letter  is  to  clarify  any\  possible 


First  J  we  haves.  no\investigation  ongoing.  Second/,  we  have. 
informed  RTC  of  this  and  further  suggested  they  should /follow  ,'the 
appropriate  FOIA  law  in^respooding  to  the  request.  I  believe  this 
RTC  jinquiry  makes  it  appropriate  for  me  to  advise  you  as  to '  the 
present  status  of  the  above  re f eri 

I  Our  position  as  related  in  xhe  enclosed  letter  of  Octo'ber  16 
is  self-explanatory.   As  previously-vindicated,  it  seems^ prudent 


thatj  a  limited  preliminary  investigatioFuof  allegations  pertinent 


ba  considered. 


to  Mr^and  Hrs.  McDougal  and  Ms.  Anspaugh 

The  taJci>ig--oX^>Q2 ' s  from  these  individuals  should  determine  whether 

there  is  merit^tb  substantiate  further  investigation. 
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Ms.  Donna  Henneman 

Page  2 

January  27,  19i 


I  believe  this  of ^ice_hAS-a-eontlic&of  interest  ih.  conducting 
an  investigation^or  presenting  an  indictment  against  these 
individuals.  Previous  prosecution  of  Mr.  McDougal  and  two  other 
defendants  resulted  in  a  not  guilty  verdict.  Several  allegations 
suggesting/political  prosecutions  were  made  during^  the  v trial. 
These  were  patently  false  but  a  second  investigation/prosecution 
could  easily  give  the  appearance  of  inappropriate  motivation  by 
this  office. 


would  appreciate  and  expect  that  any  decision  of 
investigation,  indictment,  prosecution  or  declination  I  be;  the 
responsibility  of  the  Department  of  Justice.  I  have  resigned  my 
position  as  United  States  Attorney  effective  March  1,  1993/,  and  am 
separating  service  with  the  Department  of  Justice  that  date.  I 
will  be  happy  to  transfer  the  RTC  workpapers  or  make  then  available 
for\your  review. 

Best  Regards, 


CHARLES  A.  BANKS 
United  States  Attorney 


CB/bw 
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U.S.  Department  of  Justice  ~vv 

Executive  Offics  for  United  States  Attorneys 


\£, 


Office  of  ihe  Director 


Washington 


dc  2osjo      y^y, 


DATE:       June    3,     19  9  3 

TO:   Douglas  N.  Frazier 

Associate  Deputy  Attorney  General 


FROM:   Debcrah  0.  Westbrccb 
Legal  Ccunsel 


Pursuant  tc  cur  conversation  c:  June  7,  / 
\i9?,3,  attached  is  a  memorandum  dated       / 
March  15,  1993,  regarding  the  recusal  6%^t&e 
Urr-i^te'd  States  Attorney's  office  fqr-^rfe 
Easce-rr.  District  of  Arkansas  on  a  Resolution 


\ 


Trust  Corporation  referral.   Please  advise 
this  office  of  your  decision  regarding  this 
natter.   If  you  have  any  Questions,  you  can 
reach  r.e  at  514-4C24.  ~-^_ 


Attachment 


**&th 


<r 


t/  •' 


»  -~-'C    l 


0  0  b  b  1  5 


r  u\ 


,b\a  ; 
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EOUSA 

PECE!\_: 


T^pad  3/2/93 I^IT  »"    ' 
"TTTT¥i77 , 


U.S.  Department  of  Justice 
Criminal  Division 


FROM 


SUBJECT: 


Douglas  N.  Frazier 

Associate  Deputy  Attorney  General 

Acting  Assistant  Attorney  General 

Recusal  by  the  U.S.  Attorney's  Office  for  thej Eastern 
District  of  Arkansas  on  a  Resolution  Trust  Corporation 
Referral.  / 


\  The  attached  recaSal  package  was  forwarded  for/  review  from 
your  orifice  on  February  18,  1993.  We -have  reviewed  the  material  in 
the  package  and  have  concluded  that  there  is  no  identifiable  basis 
for  recusal  by  the  United  States  Attorney.  Further,  ve  would  not' 
question  a.  decision  by  the  United  States^Attorney  to^Niecline 
further Nssubstantive  action  on  the  referral.  A  copy  of  *-ir*  Fraud 
Section's  Twrfnorandua  summarizing  our  review  is  attached  for  your 
use  and,  should  you  decide  it  is  appropriate,  for  forwarding  to  the 
United  States  Attorney's  Office  in  Little  Rock. 


j  I  0 
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1-EDERAL  BUREAU  OF  INVESTIGATION 
COMMUNICATION  MESSAGE  FORM 
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SAVINfi\    AM    LOAN,    LITTLE    ROCK-.    ARKANSAS",    FIF;    00:       LIT 

REB\jTE\cALL  FROM  SSA  KEVIN  B.  KENDRICK,  FINANCIA 
TION  FRAUd\jnH,  TO  SSA  STEVE  IRONS,  LITTLE  ROCJ^LO/ 
LITTLE    ROCK    TE\£fYPE    TO    FBIHfl,    10/lb/12 

REFERENCED   LITTLE    ROCK    TELETYPE   REQUESTED   FBIHfl   CONTACT 
OFFIC|Ab$   AT    THE    RESOLUTION    TRUST    CORPORATION  /TRTW^JN    ORDER    T 
E    T&C.    STATUS    OF    PREVIOUSLY    REQUESTED    CRIMINAL    REFt 
.ACTING    TO    THE    FAILURE    OF    T'JC    FAILED    FINANC.IA 
WITHINXITTLC    ROCK'S    TERRITORY.       THESE    INSTITUTIONS 


\      — —    FOR  COMM  CENTER  USE^ONLY 
NOTE:  Copy  Designations  K^fin  The  Last  Page  Of  This  Teletype! 
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COMMUNICATION  MESSAGE  FORM 
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:-.   CHIEF,   I 
ICTED    IN    REG 
THE    RTC    INV 
falUAL    NAMED    JEAN    LEUISi    STATIONED    I 
REGIONAL    OFFICE.       HE    FURTHER    STATED    THAT 
PROBLEMS    WITHIN    THESE    INSTITUTIONS    AND    T 
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V93B  (Bt»   01/25/91) 


DEPARTMENT  OF  JUSTICE. 
FEDERAL  BUREAU  OF  INVESTIGATION 
COMMUNICATION  MESSAGE  FORM 


PACE    3 


Ag"INISTR 


ON    1/1/12/ 

ALLEGING  U 

PRESIDENT! 

WITNESSES. 

AND    THE    U. 

INVES/TIGA1 

LITTI/E    R0< 

CASES    WIT/ 

DEEMED    BET 

ROCK|  CONSEQUENTLY    REQUESTED    FBIHfl    TO    DETERMINE    THE    STATUS    Of 

REFERRALS   IN    THESE    MATTERS    AND    THIS    COMMUNICATION    ADDRESSES  ITHAiT 


Drafted    9,v 


Al 


R°o*/TL    it 3621 


Phone    No 


\       \ 
COPY    DESIGNATIONS: 
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UNITED  STATES  DISTRICT  COURT 
EASTERN  DISTRICT  OF  ARKANSAS 
WESTERN  DIVISION 


UNITED  STATES  OF  AMERICA, 
Plaintiff, 


DAVID  L.  HALE, 


Defendant 


No 


LR-CR-93-147 


Little  Rock,  Arkansas 
March  22,  1994 
10:00  A.M. 


COPY, 


PLEA 


BEFORE  THE  HONORABLE  STEPHEN  M.  REASONER, 
United  States  District  Judge. 


APPEARANCES : 

For  the  Plaintiff 


For  the  Defendant: 


Court  Reporter: 


U.  S.  Department  of  Justice 

By:  ROBERT  B.  FISKE,  JR., ESQ. 

Independent  Counsel 

RUSTY  HARDIN,  ESQ. 

DENIS  J.  McINERNEY,  ESQ. 

Associate  Counsel 

2  Financial  Centre,  Suite  134 

10825  Financial  Centre  Parkway 

Little  Rock,  Arkansas  72211 

Skokos  &  Coleman,  P. A. 

By:  RANDY  COLEMAN,  JR.,  ESQ. 

425  W.  Capitol  Avenue  Suite  3200 

Little  Rock,  Arkansas  72201 

CAROLYN  S.  FANT 

P.  O.  Box  1148 

Little  Rock,  Arkansas  72203 


Proceedings  reported  by  machine  stenography; 
transcript  prepared  by  computer. 


Carolyn  S .  Fant 
United  States  Court  Reporter 


114 


22 

Your  Honor,  as  to  Count  One,  the  evidence  would 
show  that  Mr.  Hale  was  part  of  a  conspiracy  with  others, 
including  Mr.  Matthews  and  Mr.  Fitzhugh,  who  have  been 
indicted  and  are  scheduled  for  trial  separately,  to 
defraud  the  SBA  of  $900,000.   Specifically,  the  evidence 
would  show  that,  among  other  things,  that'  in  November  of 
1988  and  March  of  1989  Mr.  Hale  and  others  caused  over 
$1  million  to  be  temporarily  transferred  into  Mr.  Hale's 
small  business  investment  company,  CMS,  so  that  Mr.  Hale 
could  make  it  appear  to  the  SBA  that  two  things  were 
present.   Number  one,  that  certain  of  CMS ' s 
non-performing  loans  had  been  paid  off;  and,  number  two, 
that  CMS  had  $400,000  in  new  paid-in-capital.   In  fact, 
the  loans  had  not  been  paid  off  and  there  was  no  real 
infusion  of  new  capital  in  the  CMS.   Mr.  Hale  and  the 
others  did  this  so  that  Mr.  Hale  could  qualify  to 
receive  $900,000  in  funding  from  the  SBA.   As  a  result 
of  their  fraudulent  actions,  Mr.  Hale's  company  did  in 
fact  receive  the  $900,000  in  March  of  19-89. 

With  respect  to  Count  Two  of  the  superseding 
Information,  the  evidence  would  show  that  during  the 
period  of  time  from  1985  through  1991  Mr.  Hale  engaged 
in  a  scheme  during  which  he  caused  his  company,  CMS,  to 
make  fraudulent  loans  to  various  individuals  and 
entities  in  order  to  improperly  and  illegally  benefit 


Carolyn  S.  Fant 
United  States  Court  Reporter 
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himself  and  various  other  people.   Specifically,  the 
evidence  would  show  that  on  numerous  occasions 
throughout  that  time  period  Mr.  Hale  caused  false 
statements  to  be  submitted  to  the  SBA  concerning  loans 
CMS  made  to  numerous  entities. 

In  addition,  Mr.  Hale  received  a' large  portion 
of  the  proceeds  of  a  loan  that  he  assisted  others  in 
improperly  obtaining  from  Madison  Guaranty  Savings  and 
Loan  and  then  used  those  proceeds  to  obtain  financing 
from  the  SBA. 

That  is  what  we  would  anticipate  the  evidence 
would  have  shown  if  there  had  been  a  trial  on  these  two 
counts . 

THE  COURT:   Thank  you,  Mr.  Hardin. 

Mr.  Coleman  and  Mr.  Hale. 

Mr.  Hale,  did  you  hear  what  Mr.  Hardin  said? 

MR. HALE:  Yes,  sir,  I  did. 

THE  COURT:  Do  you  acknowledge  the  truth  of 
that? 

MR. HALE:  Yes,  sir,  I  do. 

THE  COURT:   The  money  you  obtained  on  account 
of  this  temporary  deposit,  who  was  that  loan  to? 

MR. HALE:  I'm  sorry? 

THE  COURT:   What  happened  to  the  money  you 
obtained  from  the  SBA  by  this  plan? 


Carolyn  S.  Fant 
United  States  Court  Reoorter 
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totaling  approximately  SI. 4  million,  sba  provided  funding  to  Capital 
Management  totaling  S3.4  million  on  the  basis  of  this  private  capitalization. 
Between  19S0  and  1993,  Capital  Management  reported  79  financings  to 
sba,  totaling  approximately  S9.8  million,  to  57  small  concerns. 


Ro«iilr<;  in  Rripf  SBA  s  oversi8ht  of  Capital  Management  was  clearly  inadequate,  sba 

KeSUllS  111  Dnei  examiners  failed  to  recognize  strong  indicators,  or  "red  flags,"  that  Capital 

Management  was  improperly  managed.  While  sba  did  finally  take  action 
against  Capital  Management  in  1993,  its  inadequate  oversight  through  the 
years  resulted  in  a  $3.4-million  loss  to  sba.  gao  reviews  in  recent  years 
have  been  critical  of  sba  oversight  of  several  programs.5 

Mr.  Hale  operated  Capital  Management  in  an  improper  manner  by  entering 
into  prohibited  transactions.  Such  prohibited  transactions  included  loans 
to  business  associates  and  loans  for  real  estate  purchases,  both  of  which 
violated  sba  regulations.6  He  also  took  advantage  of  the  opening  provided 
by  the  flexibility  in  sba  guidelines — for  determining  socially  or 
economically  disadvantaged  individuals — to  provide  loans  to  individuals 
with  questionable  claims  to  program  eligibility. 

We  were  unable  to  fully  analyze  the  transactions  with  Susan  McDougal, 
Castle  Sewer  and  Water,  and  Southloop  Construction  because  key 
participants  were  unavailable  for  interview  and  Capital  Management 
records  were  incomplete.  Nevertheless,  the  Susan  McDougal  loan  is  an 
example  of  loans  that  Mr.  Hale  made  to  persons  with  questionable 
eligibility.  Capital  Management  documents  showed  that  Mrs.  McDougal 
had  represented  the  combined  net  worth  of  her  and  her  husband  to  be 
$2.2  million  and  that  Mr.  Hale  had  failed  to  follow  sba  guidelines  in 
documenting  her  eligibility.  The  sole  justification  for  all  three  recipients' 
eligibility,  according  to  Capital  Management  records,  was  a  2-paragraph 
"boilerplate"  document  developed  by  Mr.  Hale  that  we  found  in  numerous 
other  loan  files. 


•Small  Business:  Problems  in  Restructuring  SBAs  Minority  Business  Development  Program 
f(*,AO/ftCED-92-pfl.  Jan.  3l.  lS&V.  Small  Business;  Improving  MBA  Loan  Collateral  Liquidations  Would 
Increase  Recoveries  rr.AO/RCED-92-5.  Dec.  19.  1991V.  Credit  Management  Widespread  Loan 
Origination  Problems  Reported  (GAO/AFMD-91-7,  Nov.  9,  1990). 

'In  addition.  Mr.  Hale  has  been  indicted  by  a  Utile  Rock,  Ark,  federal  grand  jury  for  allegedly  falsifying 
a  S400.000  capital  investment  in  Capital  Management  and  allegedly  falsifying  the  status  of  certain  loans 
on  the  company's  books. 


GAO/OSI-94-23  Inadequate  Oversight  of  Capital  Management 
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review.   The  basis  for  my  request  was  an  RTC  policy 
directive  dated  June  17,  1993  on  the  subject  of  criminal 
referrals . 

Paragraph  1  of  that: directive  explained  that  its 
purpose  was  to  consolidate  instructions  and  guidance  on 
making  criminal  referrals  to  the  U.S.  Department  of  Justice 
and  other  agencies. 

Paragraph  2  of  that  directive,  entitled  "policy, " 
stated  that  "except  in  rare  circumstances,  criminal 
referrals  shall  be  reviewed  by  RTC  investigations  and  legal 
division  criminal  coordinators  before  they  are  delivered  to 
the  U.S.  Attorney  and  the  FBI  or  other  investigative 
agencies.   RTC  criminal  coordinators  shall  make  certain 
that  all  required  and  support  documents  are  provided."   I 
acted  consistently  with  this  policy  directive. 

In  September  1993,  the  legal  division  criminal 
coordinator  for  the  Kansas  City  office  was  Karen 
Carmichael,  an  attorney  in  my  section  who  had  previously 
served  as  the  criminal  coordinator  in  Tulsa,  Oklahoma.   The 
unambiguous  language  of  the  June  17  directive  required  that 
she  review  any  criminal  referrals  before  they  were 
delivered  to  the  U.S.  Attorney  or  the  FBI. 

To  help  her  conduct  the  required  review  of  the  Madison 
referrals,  I  assigned  Philip  Adams,  an  experienced  former 
federal  prosecutor  who  served  on  the  Department  of  Justice 

Ace-Federal  Reporters,  Inc. 

Nationwide  Coverage 
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THocr\pso^,  T>£P©*0\c*a      P.  A-?  47 

Q     So  contacting  prosecutors  wasn't  part  of 
what  you  did? 

A     Wasn't  part  of  my  purview  on  any  normal 
4   bas  is  . 

Q     Let's  go  back  to  the  June  17,  1993 
document.   Paragraph  2  says  "policy."   "Whenever  an 
investigator,  attorney  or  contractor  for  RTC 
discovers  suspected  criminal  activity,  that  person 
shall  prepare  a  criminal  referral  using  the  standard 
10  J  interagency  criminal  referral  form  in  accordance  with 
111  filing  instructions  and  the  following  guidelines. 

12  |  For  purposes  of  making  a  referral,  suspected  criminal 

13  activity  means  there's  a  reasonable  basis  to  believe 
that  a  crime  has  or  may  have  been  committed,  i.e., 
there's  evidence  of  wrongdoing  or  factual  basis  for 
the  belief  (not  merely  a  suspicion) .   Except  in  rare 
circumstances,  criminal  referrals  shall  be  reviewed 
by  RTC  investigators  and  legal  division  criminal 

19   coordinators  (RTC  criminal  coordinators  before 

they're  delivered  to  the  U.S.  Attorney  and  the  FBI  or 
21   other  investigative  agency) . " 

Now,  legal  division  criminal  coordinators, 
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RTC 


at solution  must 


Rctehrlai  Tfc*  Crt»U 
utodn  j  Tk«  CoefUtcvc* 


FROM 


All  RTC  Investigations  Department 

(Field  Sites) 
All  Investigations  Staff  (Washingtor 
All  Assistant  General  Counsel  (Field  ^Sites^ 
All  Litigation,  Professional  Liability 

and  Complex  Litigation  Section  Chiefs^ 

(Field  Sites) 
All  Litigation,  Professional  Liability,' 

and  Complex  Litigation  Attorneys 

(Washington) 


ations 


QdLWJL 


SUBJECT: 


Thomas  \i.    Rifades 
Assista^^General  Counsel 
Professional  Liability  Section 

James  M.  Barker^-Tp*p 

Assistant  General) Counsel 
Litigation  Section 

Jerry  Patchan 
Assistant  General  Couns 
Complex  Litigation  Section 

Criminal  Referrals 
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2.    Policy:   Whenever  an  investigator,  attorney,  or  contractor 
discovers  JtsurSpected  criminal  activity,"  that  person 

erral,  using  the  standard  Interagency 
cordance  with  filing  instructions 
—For— purposes  of  making  a\ref  erral, 
means  that  there^is  a  reasonable 
e  has  or  may  have  been  committed^ 
ongdoing  or  a  factual  basis\for  the 
on) .   Except  in  rare  circumstances, 
reviewed  by  RTC  Investigations  land 
dinators  ("RTC  Criminal  Coordina- 
)  before  they  are  delivered  to  the  U.S.  Attorney  and  the  Fril 


tors 


ake 


sr  o :her  investigative  agency.   RTC  Criminal  Coordinators  shall 


certain  that  all  reguired  information  and  support  docunlent^ 


are  provided. 


3.  \  Handling  of  Criminal  Referrals:   All  referrals  a«r  sensitive 

1st  \e   handled  with  appropriate  confidentiality  and  care. 
Most  RTh.  criminal  referrals  are  made  to  the^Ks.  Department  of 
Justice  (including  the  U.S.  Attorney's  Office  and  the  FBI).   In 
such  cases,  each  referral  should  be  accompanied  by  a  cover  letter 
signed  by  a  supervisory  official;  this  may  be  a^Section  Chief, 
Department  Head,  or,  in  appropriate  cases,  the^-C      4^  Coordina- 

Whe,n  the  criminal  referral  includes  records  Drmation 
derived  from,  the  records  of  a  customer  who  is  an  individual  or\  a 
pai}tnership\Cohsisting  of  five  or  fewer  individuals,  the  ^igninfc 
official  iiust\nake\th« 


121 

-  3  - 

lettor,  as  required  by  the  Right  to  Financial  Privacy  Act, 
12  U.S.C.  S  3412(f) 


The  Information  pertaining  to  this  matter  may  have  been 
derived  from  the  financial- reGords^of  customers  of 
federally  _jj*sured  financial  institutions.^-^  hereby 
certify/that  (A)  there  is  reason  to  believe  th^t  these 
records  may  be  relevant  to  a  violation  of  a  federal 
criminal  law,  and  (B)  the  records  were  obtained  in  the 
ixercise  of  RTC's  supervisory  or  regulatory  functions. 

Refejrrals  for  money  laundering  and  other  financial  crimes  m 

be  made  in  this  manner  to  components  of  the  Treasury  DefparL 

nent\  (e.g.,  the  Secret  Service).   In  cases  of  referrals  to  othe  • 

1  agencies,  the  Legal  Division  Criminal  Coordinator  should 

be\  consulted  to  ensure  compliance  with  the  other  requirements  jot 

the\Rigljt  to  Financial  Privacy  Act. 


Copies  of  significant  criminal  referrals  should  also  be  sent  to 
the  Of f ice\of/Investigations,  Washington,  D.6~.      Significant 
referrals  are  those  which  qualify  to  become  "major"  cases  under 
DOJ  guidelines:   (1)  Loss  due  to  apparent  criminal  conduct  is 
5100,qoo  or  more;  (2)  The  apparent  criminal  conduct  involves  a 
director^  off icer,  professional  (e.g.,  attorney  or  accountant), 
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suspects  pose  a  threat  to  operating  financial  institutions) .   As 
with  all  other  criminal  referrals,  official^ile  copies  must  be 
retained  in  the  field  office. 


4.  /  Coordination"  with  Other  Agencies:   In  accordance  with\a 
recent  agreement,  RTC-generated  criminal  referrals  wi41  be  f\>r- 
wArded  tat  the  Department  of  the  Treasury's  FinCEN  off  ice,,  to  l^e 

ncludecl  in  a  national  database  of  referrals  submitted  from 
financial  institution  regulators,  banks,  credit  unions  and\sav- 
ings/associations.   Refer  to  the  filing  instructions  contained  pn 
page  3  of  the  Interagency  Criminal  Referral  Form. 

Compliance  with  Senior  Interagency  Group  Policy  Statement 
rtdlng  National  Policy  on  Collection  and  Reporting  Procedures 
fo\-  Restitution  Payable  to  Financial  Institution  P.egulat</rv 
Agencie^  ("SIG  Policy  Statement") :   RTC  Criminal  Coordinators 
shall\be Vesponsible  for  contact  with  other  agencies  to  insure\ 
compliance  with  the  SIG  policy  statement  adapted  June  25^_199; 

senti^'l  that  all  communication  with  the  appropriate 
investigative  agency  and/or  the  USAO  or  DOJ  trial  attorney  be 
coordinated  in  advance  between  the  Legal  and  Investigations 

i.minal  Coordinators.   The  line  of  communication's 
open  f roV  the  tine  the  referral  is  made  through  finalNJisj 
ticn,  including  collection  of  any  amounts  due  under  a  criminal^ 
re£<titutic|n\prc 

HOUSE 
TH07061 
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6.        Record  Keeping!  JjU-ia-veiry— important  that  all  criminal 
referrals  and  t  «"  subsequent  case  and  sentericl^jg  status  be  en- 
tered into/the  Thrift  Investigations  Management  System  (TIMS) 
Referrals  which  were  filed  by  an  RTC  institution  before 
or  by/ a  regulatory^ 

not 


ncy  (OTS  or  FDICpwhich  name 
individual  (sj^and  for  which  the  statute  of  limi* 
expired  or' for  which  a  criminal  case  has  been  initi 
jindictment  or  information  filing)  must  be  entered 
ell.  /  Do  not  enter  inherited  referrals  which  do  not  name\ 
suspect  (e.g.  naming  "unknown,"  or  "unidentified  employee 

A  file  must  be  maintained  in  the  field  office  by  the  designated 
[Investigations  Criminal  Coordinator  for  each  referral  with  Jsup- 
jorning  documentation  and  subsequent  correspondence.   These   / 
\ecoids  are  highly  confidential  and  should  be  treated  acc/rdii/gly 
(e\g.\kept  in  secured/ locked  cabinet). 


The  completed  referral  form  and  some  related  records 

to  the  applicable  provisions  of  the  Privacy  Actof_197i-^- 5_U^StC  . 

S  552a,  and- may  not  be  disclosed  to  the  public  in  response  to  a 

request  under  the  Freedom  of  Information  Act,  5  U.S.C.  S  552,  or 

as  part  of  a  litigation  discovery  process.   Ahy  requests  for 

r jferral  information  from  non-regulators  or  non^H^C  investigative 

or  legal  staff  should  be  promptly  referred  or  forwarded  to  the 


f  eld  of 


Complex 


rwarded  toNthe 
and  the  attor- 


lice  Legal  Division  Criminal  Coordinator 

n4y(s)  v:  th  litigating  responsibility  (Litigation,  PLS,  and/or 

Litigation)  for  the  institution.  Outside  counsel!  MUfcc 

TH0707 
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investigative  contractors  ma> 


.access  to  these  records  under 


the  close  supervision  of  the  attorney  with  lrt^ating  responsi- 
bility for  thd  matter  or  Investigations,  as  appropriate.   Out- 
side contractors  should  be  advised  of  the  sensitivity  of  case 
materials  and  that  disclosures  are  prot 


/  Attachments  and  References:   This  directive  replaces  al 
ers  previously  issued  on  this  subject.   A  sample  Interagenc 
Criminal  Referral  Form  and  SIC  Policy  Statement  are  attached 
Please/  review  the  Investigations  Section  of  the  Conservator 
Operating  Manual  and  Directive  91-097  issued  by  OIG.   Most  o' 


relevant  federal  bank  fraud  statutes  are  contained  in  Title 
Code . 


ents 


.8, 
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R7C 


BfsotuTioN  rausr  cq*pobation 


/faolvlnf  Tb«  Critii 
iaiar m|  Tkt  dnfldtoct 


JRANDUM 


a, 


*S 


All   RTC   Inve:     ^  w^-x-t^O 

(Field  Site: 
All  Investig. 

All  Assistan. . „..., 

All  Litigation,  Professional  Liabil: 

and  Complex  Litigation  Section  Chit 

(Field  Sites) 
All  Litigation,  Professional  Liabil: 

and  Complex  Litigation  Attorneys 

(Washington) 


igations 


OdlUUL 


SUBJECT: 


Thomas  U.    Hirides 
Assistait^General  Counsel 
Professional  Liability  Section 

James  M.  Barker^xT-} 
Assistant  General) Counsel 
Litigation  Section 


Jerry  Patchan 
Assistant  General  Couns 
Complex  Litigation  Sect 

Criminal  Referrals 


making 
other 
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UNITED  STATES  OF  AMERICA 

Cangr*j&  at  tfc  tSnitcU  states* 

,.        n_     <■     Tnc       AtCT     Kbn  Stolar,  Customer  Mgeareh  Papartacrit 
r    nffica  Depot.   Inc.     Attn.    *^ — _ ;__ . - 

2200  Old  Garmanxown ■ ■ 

rv.irav  Beach.  Florida     3344S _^  ^certftig: 

Bmsuant  to  lawful  authority,  TOVJMgjgng*  C£*j§d&*&$mLtlm 

*«,o~  the   SP^ial  Committee  on   "d  fal"ed  ^»ers 

appear  before  the  — . ""  95 

of  the  Senate  of  the  United  State,,  on  J^-Li? *— 

at     nine  o'clock  _ii-7n..  at  their  committse  nam  _ 

S24  Dirksen  SOTgg  office  B"1"11*1"5 ****  0?*d  <A*M 

to  *~m  *■!,.  9*  mJH  ■ "^  Iu  J»u  Jllf;  *""  "'^ "' 

tuiewition  jj  taM  iWiimi>J»»«. 

PreAie,  gg  ^~*>«n«  «a  record,  describee  In  Attacnment  A. 


Jbcrttrf  fail  w*.  a,  you  uriU  onewer  your  default  under  the  paine  and  pen- 

alttee  in  tueh  cote*  made  and  provided. 

T         Joseph  Xolinski ,  Ovief  Clerx , 

to  terve  and  return. 

0fca  under  my  hand,  by  order  of  the  committee,  thU 

5th       dav  of    Decanoer #  ^  ^  year  of  OUT 

Lord  one  thousand  nine  hundred  and  .  "ir-ftTV  five  - 

nLSg^i  ()  '(T^^Jryr 

~" — ?f  *    ,     Whitewater  Devalonmant  Corp. 

V  Special           jja  Kl«gajfc«5£2 
CJfccrfrm<m,  0»n»m*«««  «•  -~— 
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ATTACHMENT  A 


Produce  any  and  all  records  and  documents  that  record,  reflect, 
or  refer  to  the  date  of  purchase  of  an  Olympus  Model  S924 
microcassette  recorder  with  serial  number  196860VGP, 
believed  to  have-  been  purchased  by  L.  Jean  Lewis  in  early 
1994  in  or  around  Kansas  City,  Missouri. 
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December  6,  1995 


Joseph  Kolinski 

Chief  Clerk 

United  States  Senate 

534  Dirksen  Senate  Office 

Washington,  DC  20610 

Re:  Subpoena  Duces  Tecum  from  Special  Committee  to  Investigate  Whitewater 
Development  Corporation 

Dear  Mr  Kolinski: 

In  response  to  the  request  for  documents  as  set  forth  in  Attachment  A  of  the 
Subpoena,  enclosed  please  find  a  copy  of  the  register  receipt  which  may  be  evidence 
of  the  purchase  in  question.  The  receipt  reflects  that  this  purchase  was  made  on 
January  17,  1994  in  our  Office  Depot  store  located  at  11225  W.  64th  Street,  Shawnee, 
Kansas 

Please  note  that  Office  Depot  was  able  to  locate  and  obtain  this  sales  receipt 
only  after  receiving  a  telephone  call  from  Jean  Lewis  who  provided  the  date  of 
purchase,  location  of  the  store  and  the  dollar  amount  spent.  Office  Depot  does  not 
have  any  resources  which  would  enable  us  to  identify  or  confirm  the  identity  of  the 
person  who  made  this  purchase  nor  verify  the  serial  number. 

I  have  been  advised  by  investigator  Jim  Petruzzi  that  the  production  of  the 
documentation  is  sufficient  for  the  purpose  of  responding  to  the  Subpoena  and  that  it 
will  not  be  necessary  for  someone  to  appear  in  person    Unless  I  hear  from  you  to  the 
contrary  I  will  assume  that  it  is  not  necessary  for  an  Office  Depot  representative  to 
appear  in  person  at  9.00am  on  December  12,  1995.   I  can  be  reached  at  (407)  266- 
I299. 


Very  truly  yours/ 

Atyson  Kaufman      (j 
Paralegal/Legal  Dept. 


Of±±C&  nJBFOT,  Inc. . ^^ 

2200  Old  Germantown  Road,  Delray  Beach,  FL  33445  407/278-4800 
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ACCOUNT  NUMBER 

CHECK 
APPROVAL  CODE   999? 
000057320000002072000033248000000000 
1/17/94  10!27 
2.JA     7  SALE      9714  0176  002 
30W240323  OLYMPUS  S924 

MFG. LIST  581 .00 
J087803683  JASCO  AC  ADAPTOR 

MFG. LIST  114.9? 
2521517903  60MIN.  MICRO  3PK 
HF5.UST  *?.J? 

SUBTOTAL 
KS.  6.5X  SALES  T 
TOT 
ACCOUNT  NUMBER  9139487237 

CHECK  4?.  It 

APPROVAL  CODE   999? 

'000000000 


3027544  J  04  ?C-*U{IJLK  CAR! 
MFG. LIST  <94.95 
SU8T0TAJ 

KS.  6.5X  SAL£S/ffiX 
TOTAL 
ACCOUNT  NUMBER 

CHECK 
APPROVAL  CODE      999? 

00007157:000002072000073760000000000 
1/17/94     10  J  33 
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LEVEL  1  -  107  OF  13S  STORIES 

Copyright  1993  The  Washington  Post  The  Washington  Post 

November  2,  1993,  Tuesday,  Final  Edition 

SECTION:  FIRST  SECTION;  PAGE  Al 

LENGTH:  1389  words 

HEADLINE:  Clintons'  Former  Real  Estate  Firm  Probed;  Federal  Inquiries 
Focus  on  Financial  Activities  of  Other  Arkansans 

SERIES:  Occasional 

BYLINE:  Michael  Isikoff,  Howard  Schneider,  Washington  Post  Staff  Writers 

BODY-  A  real  estate  firm  that  was  half-owned  by  President  Clinton  and 
Hillary  Rodham  Clinton  is  under  scrutiny  in  two  separate  federal 
investigations  that  focus  on  the  financial  acti**e*  of^°™n*£  •  ls 
Arkansas  business  and  political  figures,  according  to  federal  officials 
and  law  enforcement  sources. 

The  company,  Whitewater  Development  Corp.,  has  been  a  recurring  source  of 
lontrovX  for  the  Clintons.  The  company  was  formed  to  develop  vacation 
and  retirement  homes  on  the  White  River  in  a  remote  section  of  the 
Ozarks.  The  Clintons  have  said  repeatedly  that  Whitewater  was  a 
debt-ridden,  money-losing  venture  in  which  they  were  passive  investors. 

In  recent  interviews  and  public  statements,  David  Hale,  a  fo™\er 
Municipal  judge  in  Little  Rock  under  indictment  ^X^tto 
the  federal  Small  Business  Administration,  has  contended  that  during   he 
mid-1980s  Bill  Clinton  and  others  pressured  him  to  make  SBA-backed  loans 
to  help  get  bad  loans  off  the  books  of  a  failing  S&L,  Madison  Guaranty 
Savmgs  and  Loan.  The  White  House  has  repeatedly  denied  that  any  such 
conversations  took  place. 

During  an  FBI  raid  last  July  on  the  offices  of  Hale's  SB  A  ^toent 
firm  agents  seized  documents  that  included  records  of  a  S  300,000  loan 
to  T  public  relations  company  headed  by  Susan  McDougal  a  partner  m 
Whitewater.  Some  of  the  proceeds  of  the  loan  -  ^tended  to  , aid   soc  ally 
or  economically  disadvantaged"  borrowers  -  were  used  t0  ^c^  ^ter 
purchase  of  rural  property  from  the  International  Paper  Co.  by  Whitewater 
in  October  1986,  according  to  a  participant. 
As  The  Washington  Post  reported  Sunday,  the  federal  Resolution  Trust 
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Corp.  has  been  scrutinizing  Whitewater's  land  purchases  as  part  of  a 
separate  probe  into  the  use  of  depositor  funds  from  Madison,  which  Susan 
McDougal's  husband,  James  McDougal,  controlled.  The  RTC  has  asked  U.S. 
Attorney  Paula  Casey  in  Little  Rock  to  open  a  broad  probe  into  whether 
Madison's  depositor  funds  were  improperly  used  to  benefit  local 
politicians.  Madison  failed  in  1989  at  an  estimated  S  47  million  cost  to 
taxpayers. 

Sources  familiar  with  the  probe  also  say  that  RTC  investigators  have 
examined  Whitewater's  purchase  of  the  International  Paper  Co.  land  and 
forwarded  questions  to  Casey.  Shares  of  Whitewater  were  equally  owned  by 
the  Clintons  and  McDougals. 

The  White  House  has  said  that  Clinton,  who  was  then  serving  his  third 
term  as  Arkansas  governor,  and  his  wife  were  not  aware  of  the  loan  to 
Susan  McDougal  or  of  Whitewater's  purchase  of  the  International  Paper  Co. 
land.  The  purchase,  by  far  the  corporation's  largest  transaction,  was  not 
disclosed  in  documents  released  by  the  Clintons  last  year  to  explain 
Whitewater,  which  became  an  issue  during  the  presidential  campaign. 

"There's  no  way  in  the  world  that  the  Clintons  would  know  about  something 
like  that,"  said  senior  White  House  aide  Bruce  Lindsey  when  asked  about 
the  International  Paper  Co.  purchase.  "It's  not  as  though  they  were  sitting 
in  a  corporate  office  somewhere  passing  corporate  documents  around." 

Justice  Department  officials  have  said  in  recent  interviews  that  last 
summer's  FBI  raid  was  related  to  an  investigation  of  Hale's  activities  as 
head  of  Capital  Management  Services  Inc.,  the  SBA-backed  investment  firm. 
The  investigation  is  not  focusing  on  the  president  or  his  wife,  officials 
said. 

Martin  Teckler,  deputy  general  counsel  to  the  SBA,  would  not  comment  on 
Capital  Management,  which  is  now  in  receivership.  The  loan  to  Susan 
McDougal's  firm  is  in  default  and  the  SBA  is  seeking  to  recover  the 
funds.  As  a  general  matter,  Teckler  said,  "The  agency  is  definitely 
interested  in  seeing  to  it  that  any  misrepresentations  to  obtain  funds 
from  the  agency  are  pursued." 

Questions  about  the  Susan  McDougal  loan  were  raised  publicly  last 
September  by  Hale  after  he  unsuccessfully  sought  to  have  the  fraud 
charges  dropped  in  exchange  for  his  information  about  the  financial 
dealings  of  other  Arkansas  political  figures.  Justice  Department 
officials  said  he  had  "no  tangible  information"  that  would  justify 
dropping  felony  charges  against  him. 

Hale,  who  first  aired  his  charges  in  the  Arkansas  Democrat-Gazette,  said 
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in  an  interview  that  Bill  Clinton  and  James  McDougal  repeatedly  pressed 
him  to  make  the  loan  to  Susan  McDougal's  firm,  Master  Marketing.  Hale  said  he 
was  told  by  James  McDougal  the  loan  could  help  with  "cleaning  up" 
problems  at  Madison  Guaranty,  which  was  then  under  pressure  from  federal 
regulators. 

"Bill  Clinton  and  I  never  discussed  any  loan  with  David  Hale  any  time," 
said  McDougal,  who  was  acquitted  of  federal  bank  fraud  charges  involving 
Madison  in  1990.  He  added  that  he  was  willing  "to  take  a  lie-detector 
test  on  national  television  absolving  the  president  of  this  ridiculous 
accusation." 

Hale  said  in  a  recent  interview  that  McDougal  first  told  him  in  the  fall 
of  1985  that  there  were  "some  members  of  the  political  family  [in 
Arkansas]  that  had  some  loans  that  might  be  in  question  at  Madison.  " 

Susan  McDougal  said  in  an  interview  she  did  not  remember  the  Master 
Marketing  loan.  James  McDougal  said  the  loan  proceeds  were  deposited  at 
Madison  and  that  he  used  part  of  the  money  to  purchase  the  property  for 
Whitewater  from  International  Paper. 

He  said  the  Clintons  were  not  informed  of  the  purchase.  "The  Clintons 
never  knew  it  took  place,  were  never  consulted  on  it.  .  .  .  If  you  knew 
the  Clintons,  they  were  the  last  goddamn  people  on  Earth  you'd  consult  on 
a  business  deal." 

Land  records  in  Pulaski  County,  Ark.,  show  that  Whitewater  bought  810 
acres  from  International  Paper  in  October  1986  for  S  550,000.  Whitewater 
made  a  S  100,000  down  payment  and  International  Paper  agreed  to  finance 
the  balance,  records  show.  International  Paper  spokeswoman  Kathleen 
Willemin  declined  to  comment  specifically  on  the  sale,  but  said  the 
company  makes  several  hundred  such  sales  a  year  and  often  finances  them. 

The  transaction  was  potentially  sensitive  for  Clinton.  A  year  earlier,  he 
had  negotiated  major  tax  concessions  for  International  Paper  to  keep  it 
from  moving  two  of  its  plants  out  of  the  state. 

Two  months  after  the  purchase,  James  McDougal  transferred  title  to  the 
property  from  Whitewater  to  a  company  owned  by  him  and  his  wife. 
Whitewater  remained  obligated,  along  with  the  new  company,  for  the 
mortgage  loan  and  was  later  named  in  a  lawsuit  International  Paper  filed 
to  reclaim  the  property  after  a  default  in  mortgage  payments. 

Whitewater  was  formed  initially  to  develop  200  acres  of  land  in  the 
Ozarks.  At  the  time,  James  McDougal  was  serving  in  Clinton's  first 
gubernatorial  administration  as  an  economic  development  aide. 
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Several  years  after  Whitewater  was  started,  Hillary  Clinton  and  her  law 
firm,  the  Rose  firm,  represented  Madison  before  state  regulators  while 
Clinton  was  governor.  Questions  about  possible  conflicts  became  an  issue 
in  Clinton's  1992  campaign. 

Clinton  campaign  officials  hired  James  Lyons,  a  Denver  attorney,  to  issue 
an  accounting  of  Whitewater's  finances.  While  reporting  that  the  Clintons 
had  invested  $  70,000  of  their  own  funds  in  the  company,  Lyons's  report 
depicted  Whitewater  as  a  debt-ridden  company  that  had  done  virtually  no 
business  for  years.  Clinton  aides  said  then  that  remaining  questions 
about  Whitewater  could  not  be  addressed  because  many  of  its  records  were 
missing. 

Records  show  that  Whitewater  failed  to  file  corporate  tax  returns  during 
a  three-year  period  in  which  the  Clintons  remained  half  owners  of  the 
firm.  This  omission  was  discovered  last  December  when  the  late  Vincent 
Foster,  the  Clintons'  personal  attorney  and  later  deputy  White  House 
counsel,-  met  McDougal  to  execute  the  sale  of  the  Clintons'  interest  in 
Whitewater  to  McDougal. 

Foster  took  responsibility  for  filing  the  returns  and  later  hired  a 
Little  Rock  accountant  who  brought  the  returns  to  the  offices  of 
McDougal's  lawyer  on  June  21,  1993.  The  copies  show  that  Whitewater 
realized  no  income  during  that  period. 

When  copies  of  Whitewater's  tax  returns  were  requested  last  year,  Clinton 
campaign  officials  directed  reporters  to  McDougal. 

But  McDougal  said  in  a  recent  interview  he  delivered  his  copies  of 
Whitewater's  financial  records  to  the  governor's  mansion  in  1987. 

"They  assumed  the  responsibility  for  filing  the  tax  returns  up  until 
now,"  he  said. 

Staff  writer  Susan  Schmidt  contributed  to  this  report. 
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Federal  investigators  are  raising  questions  about  ties  between  President 
Clinton  and  an  Arkansas  businessman,  a  political  patron  of  Mr.  Clinton  in  the 
1980's  whose  failed  savings  and  loan  is  now  under  investigation. 

Government  officials  and  lawyers  familiar  with  the  case  said  the  President 
was  neither  the  subject  nor  a  target  of  the  investigation,  which  is  still  in  its 
early  stages. 

But  the  inquiry  focuses  on  questionable  financial  dealings  involving  the 
savings  and  loan,  Madison  Guaranty,  from  which  Mr.  Clinton  benefited  both 
personally  and  politically.  The  savings  and  loan's  owner,  James  McDougal.  was 
one  of  Mr.  Clinton's  closest  associates  in  Arkansas  and  was.  at  various  times, 
his  business  partner,  political  ftmd-raiser,  family  banker  and  senior  aide  when 
Mr.  Clinton  was  Governor  of  Arkansas. 

Advantageous  Relationship 

Mr.  Clinton's  banking  commissioner  advised  him  in  1983  that  Mr.  McDougal  was 
engaged  in  questionable  banking  practices.  But  the  two  men  nevertheless 
maintained  a  business  and  political  relationship  throughout  the  1980's  that 
helped  both  men.  When  Mr.  Clinton  needed  someone  to  raise  S35.000  to  retire 
debts  from  his  1984  re-election  campaign,  he  turned  to  Mr.  McDougal. 

Mr.  McDougal  denies  any  wrongdoing.  His  lawyer.  Sam  Heuer.  said  his  client 
was  under  investigation  by  the  United  States  Attorney  in  Little  Rock,  Ark.  Last 
month  the  Federal  agency  that  disposes  of  failed  savings  and  loans,  the 
Resolution  Trust  Corporation,  asked  the  United  States  Attorney  in  Little  Rock  to 
examine  several  possible  violations  of  law  in  the  operations  of  the  savings  and 
loan,  including  transactions  that  may  have  heiped  Mr.  Clinton  pay  his  campaign 
debts. 

According  to  Federal  officials,  court  documents  and  lawyers  familiar  with  the 
case,  the  two  Federal  agencies  have  been  trying  to  find  out  whether  more  than 
S250.000  in  business  loans  was  improperly  diverted  from  Madison  in  April  1985  to 
several  sources,  including  Governor  Clinton's  re-election  campaign. 

The  officials  said  the  campaign  received  SI 2,000  in  cashier's  checks  from 
Madison,  some  of  which  appeared  to  have  been  paid  for  by  the  business  loans.  The 
former  Clinton  aide  who  deposited  the  money  said  neither  she  nor  Mr.  Clinton 
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was  aware  of  any  irregularities  about  its  source. 

Investigators  have  asked  prosecutors  to  see  whether  the  campaign 
contributions  were  linked  to  efforts  by  Madison  to  win  state  approval  tor  an 
unusual  plan  to  raise  new  capital  by  issuing  stock,  the  officials  said. 

Finally,  prosecutors  are  studying  a  S300.000  loan  from  a  federally  sponsored 
lending  company  to  Mr.  McDougal's  wife,  Susan.  The  man  who  made  the  loan.  David 
Hale,  was  indicted  in  September  on  unrelated  charges. 

In  an  effort  to  win  leniency  from  prosecutors  on  the  eve  of  his  indictment. 
Mr.  Hale  offered  prosecutors  information  about  Mr.  Clinton  and  other  Arkansas 
politicians,  but  was  unable  to  reach  a  plea  agreement.  Mr.  Hale  asserted  in 
interviews  with  reporters  that  Mr.  Clinton  had  personally  pressed  him  to  make 
the  S300,000  loan. 

A  White  House  spokesman  said  Mr.  Clinton  had  no  recollection  of  any  such 
conversation.  Mr.  Hale  said  Mr.  McDougal  told  him  the  money  would  help  conceal 
earlier  favors  for  the  Governor. 

New  Prosecutor 

The  criminal  investigations  of  Madison  and  Mr.  Hale*s  lending  activities  are 
being  directed  by  the  new  United  States  Attorney  in  Little  Rock,  Paula  J.  Casey. 
On  Sunday,  The  Washington  Post  disclosed  the  Resolution  Trust  Corporations 
request  to  Ms.  Casey,  and  The  Wall  Street  Journal  reported  on  the  inquiry  today. 

Mr.  Hale's  lawyer  has  questioned  Ms.  Casey's  independence.  She  was  a 
volunteer  in  Mr.  Clinton's  campaigns  for  governor  and  was  his  student  at  the 
University  of  Arkansas  law  school.  Ms.  Casey  would  not  discuss  the  case  but  told 
Mr.  Hale's  lawyer  that  she  was  not  afraid  to  prosecute  anyone. 

Mr.  McDougal.  who  is  at  the  heart  of  the  inquiry  into  the  savings  and  loan's 
affairs,  continues  to  blame  regulators  and  prosecutors  for  his  downfall,  calling 
them  overzealous.  He  was  acquitted  of  Federal  bank  fraud  charges  involving 
Madison  in  1980. 

Mr.  McDougal  met  Mr.  Clinton  in  the  late  1960's,  when  both  men  worked  on  the 
staff  of  Senator  J.  William  Fulbright,  the  Arkansas  Democrat  and  longtime 
chairman  of  the  Senate  Foreign  Relations  Committee. 

OzarkS  Real  Estate  Deal 

In  1978,  the  McDougals  brought  Mr.  Clinton  and  his  wife,  Hillary,  into  a 
real  estate  deal,  buying  200  acres  of  the  Ozarks  in  northern  Arksansas.  Later, 
the  property  was  transferred  to  their  company,  Whitewater  Development,  with  both 
couples  sharing  the  liabilities  and  potential  profits. 

When  Mr.  Clinton  first  took  office  as  Governor  in  1979,  Mr.  McDougal  joined 
him  as  an  economic  development  aide.  But  he  soon  returned  to  business,  buying  a 
bank  in  northern  Arkansas  and  a  savings  and  loan  in  a  small  town  about  75  miles 
from  Little  Rock. 

By  1983,  Mr.  McDougal's  bank  was  in  trouble  with  Arkansas  regulators.  The 
state's  banking  commissioner,  Marlin  S.  Jackson,  ordered  the  bank  to  stop 
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making  imprudent  loans.  Mr.  Jackson,  a  Clinton  appointee,  said  in  an  interview 
last  year  that  he  told  Mr.  Clinton  at  the  time  of  Mr.  McDougal's  questionable 
practices. 

Meanwhile,  the  savings  and  loan  continued  to  grow,  from  S6  million  in  assets 
to  more  than  S100  million  by  1985.  It  opened  a  branch  in  Little  Rock  near  the 
Statehouse  and  began  making  loans  to  prominent  Democrats,  including  Mr. 
Fulbright  and  Jim  Guy  Tucker,  a  Lirtle  Rock  lawyer  who  is  now  Governor  of 
Arkansas. 

Records  also  indicate  that  Madison  was  helping  Whitewater,  the  real  estate 
business  owned  by  the  Clintons  and  McDougals.  In  1934  and  1985,  as  the  company 
continued  to  post  losses,  check  ledgers  show  that  the  company  had  frequent, 
sizable  overdrafts  on  its  account  at  Madison. 

Also  in  1985,  Madison  Marketing,  a  McDougai  family  business  that  derived  all 
of  its  revenue  from  the  savings  and  loan,  provided  the  funds  for  Whitewater  to 
make  a  57,322  payment  on  a  loan  taken  out  by  Mr.  Clinton  from  another  bank, 
according  to  bank  records. 

The  Clinton  Presidential  campaign  said  last  year  that  the  McDougals  had 
contributed  a  disproportionate  share  of  Whitewater's  money,  S92.000  against 
S68.000'  by  the  Clintons. 

In  interviews  last  year,  Mr.  McDougai  seemed  to  view  his  relationship  with 
Mr.  Clinton  as  unbalanced.  On  the  one  hand,  he  said.  "Bill  never  turned  me  down 
on  something  I  asked  for,  and  I  only  asked  for  it  occasionally." 

But  on  the  other  hand.  Mr.  McDougai  said,  he  helped  the  Clintons  in  numerous 
ways,  from  agreeing  to  hire  Mrs.  Clinton  to  do  additional  legal  work  at 
Madison,  to  paying  on  Mr.  Clinton's  behalf  part  of  the  loans  on  the  Ozark 
property. 

Favors  on  Both  Sides 

Mr.  McDougai  said  in  the  same  interviews  that  1985  was  a  year  of  favors  on 
both  sides.  In  early  1985,  he  said,  Mr.  Clinton  asked  him  to  raise  enough  money 
to  retire  about  S35.000  in  debts  left  from  his  1984  campaign. 

Betsey  Wright,  who  ran  the  1984  campaign,  confirmed  that  Mr.  Clinton  had  made 
the  request  and  said  it  led  Mr.  McDougai  to  be  the  host  for  a  small  fund-raising 
event  in  1985  at  the  savings  and  loan.  Mr.  Clinton  attended  that  event. 

As  for  the  source  of  the  donations,  Ms.  Wright  said:  "I'm  sure  we  would  have 
no  idea.  Any  hint  of  a  problem  and  we  would  not  have  accepted." 

At  least  S12,000  worth  of  cashier's  checks  issued  by  Madison  wound  up  in  the 
campaign's  coffers  in  April  1985,  Federal  officials  said.  Some  came  from  a 
business  loan  that  Madison  made  to  a  McDougai  associate  and  was  never  repaid. 
The  rest  was  from  "Mr.  McDougal's  personal  and  corporate  accounts,  the  officials 
said. 

Days  before  Mr.  McDougai  held  his  fund-raising  event  for  Mr.  Clinton, 
Madison  learned  that  it  faced  a  serious  problem.  Federal  regulators  were 
concerned  by  the  savings  and  loan's  rapid  growth  and  the  failure  to  have  on 
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hand  enough  capital  to  meet  Federal  requirements. 

State  Approval  Needed 

Madison's  proposal  was  to  raise  money  to  meet  the  capital  requirement  by 
selling  a  form  of  stock  never  issued  before  in  Arkansas  by  a  savings  and  loan. 
Because  it  was  a  state-chartered  institution,  Madison  needed  the  approval  of 
Arkansas  regulators. 

The  savings  and  loan  did  not  rely  on  its  usual  outside  counsel  for  this 
issue,  turning  instead  to  the  Rose  law  firm  of  Little  Rock,  where  Mrs.  Clinton 
was  a  senior  partner.  In  written  answers  to  questions  last  year,  she  said  she 
met  with  Mr.  McDougal  once  in  April  1985  to  discuss  working  for  Madison.  She 
declined  to  elaborate. 

In  the  documents  forwarded  to  prosecutors,  investigators  for  the  Resolution 
Trust  Corporation  have  questioned  whether  the  campaign  contributions  were 
connected  to  Madison's  effort  to  get  state  regulators  to  approve  its  stock  plan. 
Federal  officials  say.  By  May,  Arkansas  regulators  had  concurred  that  the  stock 
plan  was  legal,  but  it  was  never  carried  out. 

James  M.  Lyons,  a  Denver  lawyer  who  reviewed  Mr-  Clinton's  dealings  with  Mr. 
McDougal  for  the  Clinton  Presidential  campaign  last  year,  said  today  that  there 
was  no  connection  between  the  contributions  and  the  effort  before  the  state 
regulators. 

Mr.  McDougal,  in  interviews,  denied  any  impropriety  in  connection  with  the 
campaign  contributions  or  the  attempt  to  win  approval  for  the  stock  plan. 

At  the  end  of  1985,  Mr.  McDougal  said  last  year,  Mr.  Clinton  did  do  him 
another  favor,  helping  set  up  a  state  revenue  office  in  a  Little  Rock  building 
owned  by  a  subsidiary  of  Madison. 

By  the  fall  of  1985,  Mr.  McDougal  faced  mounting  pressure,  some  of  which  came 
from  the  prospect  of  a  Federal  audit  scheduled  for  early  1986. 

David  Hale,  a  Democratic  municipal  judge  in  Little  Rock  who  operated  a 
federally  sponsored  lending  company,  said  he  was  approached  by  Mr.  McDougal  in 
late  1985  to  make  loans  that  would  help  the  "political  family"  of  Arkansas 
Democrats. 

Mr.  Hale's  company  was  part  of  a  Small  Business  Administration  program 
intended  to  provide  capital  for  businesses  owned  by  "socially  or  economically 
disadvantaged"  people.  Mr.  Hale  was  recently  indicted  on  charges  of  misleading 
the  Government  about  the  condition  of  his  lending  company.  He  has  since  resigned 
as  a  judge  and  is  contesting  the  charges. 

In  interviews  before  his  indictment,  Mr.  Hale  said  Madison  financed  a  land 
deal  in  February  1986  in  which  he  was  paid  hundreds  of  thousands  of  dollars  more 
than  the  property  was  worth.  Court  records  show  that  this  loan  was  never  repaid, 
resulting  in  a  loss  of  S672,000  to  taxpayers. 
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WASHINGTON  --  Federal  prosecutors  are  investigating  whether  money 
from  a  now-defunct  Arkansas  thrift  was  illegally  diverted  in  the 
mid-1980s  to  local  politicians,  including  a  re-election  campaign  of 
then-Gov.  Bill  Clinton. 

The  probe  is  the  latest  development  in  a  larger  federal 
investigation  of  Madison  Cuaranty  Savings  &  Loan,  which  was  taken 
over  by  federal  regulators  after  it  failed  in  1989. 

In  addition,  prosecutors  are  investigating  an  alleged  defrauding 
of  the  Small  Business  Administration  by  the  head  of  a  Little  Rock 
small -business  investment  company,  which  lent  money  to  the  wife  of 
Janes  McDougal,  a  Clinton  business  associate  and  owner  of  Madison 
Guaranty.  Both  the  political  contributions  and  the  fraud  allegations 
are  being  handled  by  the  U.S.  attorney  in  Little  Rock,  Paula  Casey. 

Federal  officials  familiar  with  the  inquiries  said  the  Resolution 
Trust  Corp.  recently  referred  to  Ms.  Casey  the  matter  of  possibly 
illegal  campaign  contributions.  The  U.S.  attorney's  office  is 
examining,  among  other  questions,  whether  checks  drawn  on  Madison 
accounts  went  into  a  Clinton  campaign  fund.  Ms.  Casey,  a  Clinton 
appointee,  declined  to  comment. 

White  House  aides  said  yesterday  that  in  1985  Mr.  Clinton  had 
received  a  $3,000  personal  check  from  Mr.  McDougal.  The  contribution 
was  part  of  a  larger  effort  to  retire  debts  from  Mr.  Clinton's  1984 
gubernatorial  campaign. 

Mr.  McDougal  is  a  longtime  friend  of  Bill  and  Hillary  Rodham 
Clinton,  and  in  1978,  he  and  his  wife  invested  with  the  Clintons  in 

*  an  Ozark  Mountains  real-estate  venture  known  as  Whitewater 
Development  Corp.  The  U.S.  attorney's  office  is  looking  at 

*  Whitewater's  dealings  with  Madison  Guaranty.  The  Clintons  have 

*  described  Whitewater  as  a  money- losing  venture. 

The  McDougals  also  figure  in  the  small-business  traud 
investigation.  One  of  the  investment -company  transactions  being 
scrutinized  is  a  $300,000  loan,  in  1986  to  a  firm  owned  by  Susan 
McDougal.  "We're  looking  at  all  the  financial  dealings  of  the 
company,"  said  Martin  Teckler,  the  SBA's  deputy  general  counsel. 

Yesterday,  White  House  aides  sought  to  distance  the  president 
from  the  investigations.  As  for  the  $3,000  check  from  Mr.  McDougal, 
they  said  that  neither  Mr.  Clinton  nor  his  staff  had  any  reason  at 
the  time  to  suspect  there  was  anything  improper  about  the  1985 
contribution. 

"The  first  we  heard  about  the  investigation  into  political 
contributions  was  from  press  calls,"  said  White  House  spokesman  Jeff 
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Eller.  The  Washington  Pose  yesterday  reported  the  RTC  referral  to 
the  U.S.  attorney. 

"The  investigation  will  just  take  its  course,"  Mr.  Eller  added. 

An  RTC  spokeswoman  said  the  cause  of  Madison  Guaranty's  collapse 
has  been  under  investigation,  but  she  wouldn't  confirm  or  deny  that 
the  RTC  had  asked  the  U.S.  attorney  to  make  a  further  criminal 
inquiry  of  possibly  improper  campaign  contributions. 

"With  all  failed  savings  and  loans,  we  do  an  investigation,"  said 
RTC  spokeswoman  Felisa  Neuringer.  "If  we  find  something  that  goes 
beyond  our  realm"  of  civil  enforcement  measures,  "then  we  can  and  do 
make  referrals  to  the  Justice  Department." 

A  federal  official  familiar  with  the  matter  said  Ms.  Casey,  the 
federal  prosecutor,  will  have  to  determine  whether  allegations 
related  to  transactions  in  the  mid-1980s  can  still  be  prosecuted. 
Two  obstacles  could  be  the  expiration  of  the  statute  of  limitations 
and  the  disappearance  of  records. 

Ms.  Casey  was  also  asked  to  look  into  Madison  Guaranty's  dealings 
with  Arkansas  Gov.  Jim  Guy  Tucker,  according  to  the  Washington  Post. 
The  thrift  lent  more  than  $1  million  to  Mr.  Tucker's  companies  for 
real  estate  and  other  ventures  in  the  mid-1980s,  while  he  was  a 
member  of  a  Little  Rock  law  firm  that  represented  Madison.  The 
thrift  sustained  large  losses  on  some  of  the  loans,  the  Post 
reported. 

Last  r.ight,  Mr.  Tucker's  press  secretary  said  that  the  governor 
denies  any  wrongdoing  in  connection  with  loans  to  himself  or 
partnerships  in  which  he  has  an  interest,  and  added  that  there  are 
no  outstanding  loans. 

On  a  parallel  track,  federal  prosecutors  in  Little  Rock  are 
pursuing  a  criminal  case  against  a  former  local  judge,  David  Hale, 
and  two  other  men  involved  in  the  collapse  of  Capital  Management 
Services  Inc.,  a  SBA-funded  investment  company.  In  September,  a 
federal  grand  Jury  indicted  Mr.  Hale,  owner  of  Capital  Management, 
and  the  others  on  fraud  charges,  and  the  SBA  took  over  the 
undercapitalized  investment  company. 

Capital  Management  made  loans  to  companies  in  which  Mr.  Tucker 
had  large  stakes  as  'well  as  the  $300,000  loan  to  Master  Marketing,  a 
real  estate  firm  owned  by  Susan  McDougal,  according  to  loan 
documents.  Mr.  Hale  said  that  losses  on  these  loans  were  partly  to 
blame  for  Capital  Management's  downfall. 

Mr.  Hale  tried  to  stave  off  his  indictment  by  offering  to 
cooperate  with  federal  prosecutors  in  an  investigation  of  Madison 
Guaranty,  including  possible  misuse  of  funds  for  political  purposes. 
Ms.  Casey  declined  to  comment  on  why  Mr.  Hale's  offer  was  turned 
down. 

Mr.  McDougal,  who  was  acquitted  in  1990  of  fraud  charges  stemming 
from  Madison  Guaranty's  collapse,  couldn't  be  reached  yesterday  for 
comment.  James  Henley,  father  of  Susan  McDougal,  said  last  night: 
"She  has  no  wish  to  comment  at  all." 

End  of  Story  Reached 

Current  Source:  J 
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Open  Up  on  Madison  Guaranty 


Much  as  President  Clinton  might  wish,  the 
curious  saga  of  his  and  his  wife's  dealings  with  the 
owner  of  a  failed  Arkansas  savings  and  loan  associ- 
ation just  won't  go  away.  It  keeps  popping  up  in 
Congressional  inquiries  and  newspaper  accounts, 
each  time  with  a  new  and  unsavory  detail  added  to 
an  already  unflattering  portrait  of  the  cozy  relation- 
ship between  money  and  politics  in  Arkansas. 

An  important  detail,  disclosed  by  The  Times's 
Jeff  Gerth  and  Stephen  Engelberg,  is  that  the  owner 
of  Madison  Guaranty  Savings  and  Loan,  James 
McDougal,  helped  Mr.  and  Mrs.  Clinton  repay  a 
$50,000  personal  debt  just  when  Mr.  McDougal 
needed  favorable  treatment  from  state  banking 
officials  to  stay  in  business.  Mr.  McDougal  did  stay 
in  business,  his  problems  got  worse,  and  in  1989  the 
bank  was  taken  over  by  the  Federal  Government,  at 
a  cost  to  taxpayers  of  $60  million. 

There  is  no  irrefutable  evidence  of  a  quid  pro 
quo.  But  the  Arkansas  savings  and  loan  mess,  and 
the  Clintons'  relationship  to  it,  is  not,  as  the  White 
House  keeps  saying,  an  "old"  story  that  has  no 
relevance  to  Mr.  Clinton  or  his  present  job.  This  is  a 
man  who  rode  into  Washington  on  a  pledge  to  end 
politics  as  usual,  and  every  time  the  White  House 
dodges  inquiries  about  the  old  days  in  Arkansas, 
reasonable  people  begin  to  wonder  about  a  cover-up 
and  Mr.  Clinton's  sincerity. 


The  matter  clearly  needs  ventilating,  and  if  the 
White  House  won't  do  it,  two  other  institutions  can. 
One  is  the  Justice  Department,  which  is  already 
looking  into  transactions  at  Madison.  The  Clintons 
are  not  targets  of  the  probe. 

The  other  is  the  House  Banking  Committee, 
whose  ranking  minority  member,  Jim  Leach,  be- 
lieves that  a  full  investigation  of  Madison  could  help 
the  committee  frame  new  rules  to  prevent  future 
banking  disasters.  His  request  has  been  rebuffed  by 
■the  committee  chairman,  Henry  Gonzalez,  a  Demo- 
crat who  until  now  has  been  a  tiger  on  the  savings 
and  loan  issue.  Mr.  Gonzalez,  accuses  Mr.  Leach  of  a 
Republican  "fishing  expedition.'1' 
r  Mr.  Leach  has  also  called  Madison  a  "private 
piggy  bank"  for  its  owners  and  their  influential 
Arkansas  friends,  and  on  this  he  is  surely  right.  In 
addition  to  a  string  of  dubious  real  estate  invest- 
<ments,  Madison  made  large  unsecured  loans  to 
executives  and  other  insiders. 

Madison's  practices  attracted  the  attention  of 
f  ederal  auditors,  whose  1984  review  found  "unsafe 


and  unsound  lending  practices"  that  could  threaten 
to  drive  the  bank  under.  Shortly  thereafter.  Gover- 
nor Clinton  named  Beverly  Bassett  Schaffer  as 
head  of  the  Arkansas  agency  charged  with  oversee- 
ing state-chartered  savings  and  loans.  Ms.  Schaffer 
had  once  done  legal  work  for  Madison.  For  the  next 
18  months,  up  to  the  point  where  Federal  regulators 
moved  in,  she  took  no  significant  regulatory  action. 

Three  months  after  her  appointment,  Mr.  Clin- 
ton came  to  Mr.  McDougal  with  a  request  to  "knock 
out  the  deficit"  —  Mr.  McDougal's  words  —  left 
over  from  the  Governor's  1984  campaign.  It  turns 
out  that  the  deficit  wasn't  just  an  ordinary  cam- 
paign debt,  but  $50,000  Mr.  and  Mrs.  Clinton  had 
borrowed  from  another  bank  to  finance  the  cam- 
paign. Mr.  McDougal  organized  a  fund-raiser  and 
the  debt  was  repaid.  Federal  auditors  suspect  that 
some  of  the  donations  assembled  by  Mr.  McDougal 
may  have  been  improperly  diverted  from  the  sav- 
ings and  loan. 

Bruce  Lindsey,  the  official  wheeled  out  by  the 
White  House  to  answer  questions,  says  the  Clinton- 
McDougal  relationship  was  entirely  above  board. 
Others,  however,  are  more  than  mildly  troubled  by 
the  fact  that  Mr.  Clinton  did  not  order  his  regulators 
to  crack  down  on  Mr.  McDougal  even  after  he  was 
advised  by  his  own  banking  commissioner  in  1983 
that  the  savings  and  loan  operator  was  engaged  in 
imprudent  banking  practices. 

Suspicions  that  Mr.  Clinton  was  excessively 
kind  to  his  friend  —  at  great  cost,  eventually,  to  the 
taxpayers  —  are  further  reinforced  by  the  fact  that 
Mr.  McDougal  had  done  other  favors  for  the  Clin- 
tons, including  making  them  50-50  partners  in 
Whitewater  Development,  a  real  estate  company 
for  which  Mr.  McDougal  put  up  most  of  the  money. 
The  venture  ultimately  failed,  and  the  Clintons  lost 
money.  But  that  doesn't  make  their  financial  ties  to 
Mr.  McDougal  seem  any  more  savory. 

Based  on  what's  publicly  known,  there's  proba- 
bly not  a  crippling  scandal  here.  But  the  White 
House  is  behaving  as  if  there  were.  For  example. 
Federal  investigators  say  they  have  received  little 
cooperation  in  a  search  for  files  they  suspect  were 
taken  from  the  office  of  Vincent  .  Foster,  a  White 
House  aide  who  killed  himself.  Investigators  want 
to  know  if  one  of  those  files  dealt  with  Mr.  McDougal 
and  Whitewater. 

This  defensiveness  isn't  helping  anyone.  Mr. 
Clinton  —  and  Mr.  Gonzalez  —  owe  it  to  the  public  to 
/clear  the  air  about  Madison  and  its  influential 
Arkansas  friends. 
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Preferred 


Stock 


At  the  suggestion  of  Michael 

on  the  issuance  of  preferred 

Several  media  accounts  have 

dison  Guaranty  issue  pre 

ique."  That  is  far  from 
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dman,  I  have  done  some  research 
by  SSL's  in  the  early  1980's. 
yed  the  1985  plan  to  have 
stock  as  somehow  "novel" 
case: 


the 


.Authority  to  I a ana  Preferred  Stock  Granted  in  1979 
American  Banker  reported  in'AiiyusL  uf  1979  that  fgae 
insured  SSL's  have  had  the  authority  to  issue  preferred 
stock  since  1975. 

A  Florida  SiL  Got  FHLBB  Approval  for  Preferred  Stock  ia 
"1979. In  August,  1979,  the  American  Banker  repo 
Florida  savings  and  loan  association  became  the  firs 
Federal  SiL  to  issue  preferred  stock  as  the  result 
ruling  by  the  Federal  Home  Loan  Bank  Board. 

A  Bank  in  Mississippi  Issued  Preferred  Stock  as  Part  of  a 
Successful  Reorganization  that  Receivad-JIational 
Recognition.   In  February  6,  1980,  the^Ameri«an  Banker 

sported  that  a  S&L  in  Mississippi  was  recapitalized  under 
preferred  stock  plan  that  received  the  apprbval  ofv  the 
Mississippi  Commissioner  of  Savings  Associations  and 
favorable  responses  from  the  Securities  and  Exchs 
Commission  and  the  Federal  Home  Loan  Bank  Board, 
pcapibaliration,  it  made  substantial  progress  ret 
id  reported  Tnrof its  in  excess  of  $2,000,000.00  iJ 
September  ZSL  19430,  the  merger  and  its  use  of  pre^ 
stock  received^a  derailed  and  favorable  profile 
Banker. 


inge 


1979. 
Jerred 

American 


A I  Major  California  Ban  Mergaj^in  1980  InvolWd  Preferred 
Stock.   On  August  27/H980,  the""Nuw  Tu^lTTimes  reported  that 
tne  Golden  West  Financia^Corporation,  a  savings  and/loan 
holding  company  based  in  OaSc^and,  California  agreedto 
acquire  the  Westdale  Savings  and^Loan  Associajtion,  Los 
Angeles  in  a  scheme  involving  theisSudiictfor  preferred 
3?>^  The  bank  merger  involved  over  100  thrift  branches. 
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Large  Banks  Began  Issuing  Preferred  Stock  in  1982.  In 
November  of  1982,  City  Federal  Savings  and  Loan 
Association,  the  largest  depository  institution  in  New 
Jersey,  announced  plans  to  offer  2,000,000  shares  of 
cumulative  convertible  preferred  stock  through  an~ 
underwriting  syndicate  led  by  Morgan  Stanley. 

Use  of  Preferred  Stock  Hot  Confined  to  the  Business  Pipers. 
On  September  13,  1983,  the  Christian  Science  Monitor  ran 
story  titled  "How  Banking  Barriers  are  Coming  Down"  that 
discussed  the  use  of  preferred  stock  in  bank  mergers. 

Federal  Regulators  Acknowledged  that  the  Issuance  of 
Preferred  Stock  was  Common  in  1984.   In  April,  1985, 
Federal  Home  Loan  Bank  Hoard  which  was  operating  FSLIC 
amended  its  regulations  on  the  issuance  and  use  of 
subordinated  debt  secur:.tiei  by  federally  insured  sa/in^s 
Wd  Inam Tn  the  npw  Regulations,  the  FHLBB  speci 


said  that  many  S&L's  had  begun  to  issue  preferred  stock: 
"The  Board  is  aware  that  during  the  past  year  many 
institutions  have  issued  subordinated  debt  to  "limited 
purpose"  finance  subsidiaries  which  obtained  the  funds  :o 
wixchase  the  subordinated  debt  by  issuing — preferred  stock 
to  independent  third  parties . "    The  FHLBB  rule  on\ 
subordinated  debt  was  first  published  on  December  5,  U9  34. 

By  1984,  the  Use  of  Preferred  Stock  by  Thrifts  Was  Widely 
Discussed  in  the  Banking  and  Legal  Press.   For  example,  a 
December  1984  article  in  Legal  Times,  "Offerings  Provide 
Thrift  Financing  Alternatives,"  analy^e3~-the^use  of 
jref erred  stock  by  thrifts  in  the  early~-i9j30'! 

Federal  Regulators  Expressly  Authorized  the  Issuances  of 
Preferred  Stock  by  Finance  Subsidiaries  in  1984\  On  ^uly 
li/N^ff*.  the  FHLBB  issued  regulations  authorizir 
federa^ly^chartered  savings  and  loan  association 
b&nk  to^establish  a  subsidiary  "whose  sole  purpose 

sue  debesor  laquity  securities  that 

thorized  ta  isJ 

oceeds  of  sue 


Ffed.  Reg.  29,35") 


1981 


Ih  1983  and  1984,  Federal  Reguia±ars__Enc»wraged  Subsidiary 
Preferred  Offerings  Onoax  Certain  Circumstances.   See 
inion  letters  by  FHLBB  General  Counsel  Norman  H.  Jraiden 
ted  Dec.  12,  1983,  and  Marcfc^23,  1984  (responsibilities  of 
IC  as  receiver  of  failed  insur^d~-initi£ufr±otf) ;  49  Fed. 


9,    357    (1984) 
ries)  . 


(new  FHLBB  regulations  on  finance 
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Arkansas  Regulator  Says  She  Was  Approached  About  Backing 
Clintons< 
AP  Photo  WX104< 
By  LARRY  MARGASAK  Associated  Press  Writer 

WASHINGTON  (AP)  A  former  Arkansas  securities  commissioner 
says  she  resisted  efforts  by  a  White  House  aide  and  two  men 
with  Clinton  administration  connections  to  get  her  to  make 
public  statements  supporting  the  president  and  first  lady  on 
Whitewater. 

Beverly  Bassett  Schaffer  said  in  an  interview  Thursday  that 
her  response  was  "No  way.  I  don't  want  to  be  drawn  into  the 
political  response."  She  added,  "I  was  sick"  of  talking 
about  Whitewater. 

The  contacts  with  Schaffer  were  made  around  the  time  a 
Whitewater  prosecutor  was  appointed  and  they  tracked  a  strategy 
laid  out  at  a  Jan.  7,  1994,  White  House  meeting.  According  to 
notes  of  that  meeting,  Clinton  aides  were  greatly  concerned 
about  what  Schaffer  would  say  regarding  her  discussions  with 
first  lady  Hillary  Rodham  Clinton  on  whether  the  savings  and 
loan  at  the  center  of  Whitewater  could  issue  stock. 

As  the  state  securities  commissioner,  Schaffer  concluded  that 
the  S&L  represented  by  Mrs.  Clinton's  law  firm  could  issue 
stock.  Schaffer  had  said  during  the  1992  presidential  campaign 
she  wasn't  pressured  by  Mrs.  Clinton  and  had  only  one 
conversation  with  her. 

The  handwritten  notes  of  the  Jan.  7  meeting  were  taken  by 
Mark  Gearan,  who  was  President  Clinton's  communications 
director  at  the  time.  The  White  House  this  week  turned  over  the 
notes,  months  after  they  were  requested,  to  the  Senate 
Whitewater  committee.  The  panel  released  them  Thursday. 

White  House  lawyer  Jane  Sherburne  told  the  committee  Thursday 
that  the  notes  had  been  difficult  to  locate,  because  Gearan 
inadvenently  took  them  with  him  when  he  became  Peace  Corps 
director  in  September. 

Gearan  quoted  White  House  aide  Harold  Ickes  as  saying,  "Bev. 
Bassett  is  so  (expletive)  important.  If  we  (expletive)  this  up, 
we're  done." 

Ickes  is  quoted  as  saying  no  emissaries  from  Washington 
should  be  sent  to  Arkansas  to  contact  Schaffer  because  "it 
will  come  out." 

"Let's  not  talk  it  to  death  let's  just  get  it  done," 
Gearan  quotes  Ickes  as  saying.  Another  time,  Ickes  is  quoted  as 
saying,  "item  by  item  make  sure  her  story  is  OK." 

Asked  about  her  interpretation  of  the  meeting,  Schaffer  said, 
"It  looks  to  me  like  they  were  trying  to  figure  out,  'Who  can 
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talk  to  her1  Who  is  her  friend?  They  were  desperate  to  ir\  to 
find  a  way.  getting  questions  about  all  this,  to  deal  with 
it." 

Describing  the  contacts.  Schaffer  said: 

In  December  1993.  at  a  University  of  Arkansas  basketball 
game.  White  House  aide  Bruce  Lindsey  talked  to  her  husband. 
Archie,  about  whether  she  was  willing  to  speak  out  publicly. 

Some  time  later  her  husband  was  called  by  Skip  Rutherford,  an 
Arkansas  public  relations  executive  and  friend  oi  the  Clintons. 
Rutherford  asked  Archie  Schaffer  what  he  thought  o:  his  wife 
having  a  news  conference  on  Whitewater. 

She  was  approached  by  a  lawyer  at  her  firm.  John  Tisdale.  who 
suggested  that  he  put  together  a  factual  list  oi  documents  on 
Whitewater.  Tisdale  did  so.  and  '"I  imagine  he  gave  them  to 
Bruce"  (Lindsey),  who  worked  at  the  firm  before  going  to  the 
White  House. 

The  Gearan  memo  mentions  Tisdale  and  Rutherford  as  people  who 
might  taik  to  Schaffer  to  make  sure  her  story  '-is  OK." 

Gearan's  notes  prompted  Sen.  Omn  Hatch.  R-L'tah.  to  question 
whether  the  Clinton  White  House  had  been  trying  to  influence 
the  statements  of  a  Whitewater  witness. 

But  White  House  spokesman  Mark  Faoiani  said  presidential 
aides  were  simply  seeking  to  have  Schaffer  repeat  comments  she 
made  that  were  supportive  of  Mrs.  Clinton"s  Whitewater  role. 

The  January  meeting  apparently  stemmed  from  Clinton's  request 
to  aides  2&1/2  weeks  earner  asking  whether  Schaffer  would 
reiterate  her  comments. 

Separately,  the  Clintons'  private  Whitewater  lawyer.  David 
Kendall,  and  Sherburne  testified  Thursday  about  the  mysterious 
appearance  in  the  White  House  residence  of  the  billing  records 
outlining  Mrs.  Clinton's  work  for  Madison  Savings  and  Loan. 
Madison  was  owned  by  the  partner  of  the  Clintons  in  the 
Whitewater  land  venture,  and  failed  at  a  huge  cost  to 
taxpayers. 

Sherburne  said  that  when  the  records  surfaced,  she  raised  the 
possibility  of  having  them  checked  for  fingerprints  before  they 
were  copied.  She  said  the  idea  was  rejected  because  the 
Clintons,  the  Senate  committee  and  others  needed  the  material 
immediately. 

A  Clinton  aide.  Carolyn  Huber.  has  said  she  discovered  the 
records  dunna  the  first  two  weeks  in  Auaust.  Iavin2  on  a  table 


in  plain  view.  Not  knowing  what  they  were,  she  packed  them  away 
and  rediscovered  them  Jan.  -i. 

White  House  logs  show  Mrs.  Clinton  was  visited  Aug.  10  by  an 
attorney  whose  clients  include  Seth  Ward,  an  Arkansas 
businessman  whom  bank  regulators  say  was  a  "straw"  purchaser 
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in  a  "sham"  real  estate  deal  that  cost  Madison  millions  of" 
dollars.  The  Washington  Post  reported  in  today's  editions. 
The  attorney,  Alston  Jennings,  told  the  Post  he  was  asked  to 
meet  with  Mrs.  Clinton  by  Kendall,  but  that  the  two  didn't 
discuss  Ward  or  the  real  estate  deal.  Kendall  refused  to 
comment. 
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The  standards  set  forth  a  code  of  conduct  to  which  employees 
of  the  executive  branch  must,  at  a  minimum,  adhere.  Every 
violation  of  a  statute,  regulation  or  policy  does  not  amount  to  a 
violation  of  the  standards  of  conduct;  most  such  actions  are  simply 
violations  of  the  applicable  statute,  regulation  or  policy. 
Moreover,  the  standards  of  conduct  do  not  hold  individual  employees 
accountable  for  Governmental  systems  that  fail  or  for  errors  of 
judgment.  That  is  not  to  say  that  individual  employees  are  not 
otherwise  accountable  for  Governmental  systems  for  which  they  are 
responsible  or  for  the  judgment  they  exercise.  There  may  be 
substantial  management  and  program  reasons  for  reviewing  an 
employee's  performance  in  a  particular  role.  That  management 
responsibility  is  separate  and  apart  from  the  responsibility  that 
an  agency  also  has  to  measure  the  employee's  conduct  against  the 
standards  of  conduct. 

ANALYSIS 

This  Office  has  reviewed  the  report  of  the  Inspectors  General 
dated  July  29,  1994,  including  the  transcripts  of  the  interviews 
conducted  and  the  documents  provided  as  exhibits.  We  received 
copies  of  the  transcripts  as  they  were  produced  but  we  relied  upon 
review  by  the  Inspectors  General  of  documentation  other  than  that 
provided  as  axhibits . 

On  the  basis  of  our  review,  we  believe  that  you  might 
reasonably  conclude  that  the  conduct  detailed  in  the  report  of 
officials  presently  employed  by  the  Department  of  the  Treasury  did 
not  violate  the  Standards  of  Ethical  Conduct  for  Employees  of  the 
Executive  Branch.  However,  many  of  the  contacts  detailed  in  the 
report  are  troubling.  In  the  course  of  our  review,  it  appeared 
that  there  were  some  misconceptions  on  the  part  of  Treasury 
employees  that  may  have  contributed  to  the  fact  that  those  contacts 
occurred.  Treasury  employees  who  performed  both  Treasury  and  RTC 
functions  seem  to  have  failed  to  appreciate  which  roles  they  were 
performing  and,  thus,  which  agency's  policies  and  regulations 
applied.  In  addition,  based  on  our  reading  of  the  testimony,  there 
appears  also  to  have  been  a  misperception  that  the  standard  at 
5  C.F.R.  §  2635.703  regarding  the  use  of  nonpublic  information  was 
the  only  provision  that  need  be  taken  into  account  in  deciding 
whether  information  should  be  conveyed.  And,  finally,  there 
appears  to  have  been  a  misunderstanding  of  the  function  of  recusal. 

PERTINENT  PROVISIONS  OF  THE  STANDARDS  OF  ETHICAL  CONDUCT 

During  the  period  when  Independent  Counsel  Robert  Fiske  was 
conducting  his  investigation  and  the  Inspectors  General  were 
waiting  to  begin  their  administrative  investigation,  this  Office 
reviewed  the  standards  of  conduct  to  determine  which  standards,  if 
any,  might  apply  to  the  conduct  of  Treasury  officials,  with  press 
accounts  as  our  only  basis  for  what  conduct  might  be  involved,  we 
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MR.  CUTLER:  Well,  he  had  --  as  usual,  he's  busy  being  president,  and  he  had  a 

very  busy  morning,  and  he  was  informed  by  one  of  his  aides  of  the  --  of  the  very 

quick  summary  of  the  results,  and  I  did  not  speak  to  him  personally  myself. 

Q  But  will  you  sit  down  and  review  the  details? 

MR.  CUTLER:  Oh,  absolutely. 

Q  What  was  his  reaction  on  the  initial  word  of  this? 

MR.  CUTLER:  I  was  not  in  the  room  when  that  happened,  and  he  -  when  I  saw  him, 

he  was  in  a  big  meeting.    But  I  have  no  doubt  he's  very  pleased  by  these 

results. 

Q  Mr.  Cutler,  to  you  have  any  idea  how  long  this  internal  review  will  take  that 

you  are  talking  about? 

MR.  CUTLER:  We  face  hearings  in  the  two  committees  beginning  in  the  last  week  of 

July,  and  it  certainly  will  be  done  by  then. 

Q  Mr.  Cutler,  now  are  you  coordinating  this  review  with  the  treasury  department, 

and  how  —  could  you  describe  all  that  coordination  and  -- 

MR.  CUTLER:  Well,  I  --  as  you  --  I  don't  want  to  speak  for  Secretary  Bentsen, 

but  as  I  think  has  been  reported,  he  originally  said  he  was  going  to  ask  the 

Office  of  Government  Ethics  to  conduct  a  review.   The  Office  of  Government 

Ethics  issues  opinions  on  statements  of  facts,  but  has  no  investigating 

capability  of  its  own.   As  a  result,  Secretary  Bentsen  asked  the  Office  of 

Inspector  General  of  the  Treasury  Department  to  conduct  a  review  of  facts.   That 

is  now  in  process,  and  I  assume  at  some  point  the  Office  of  Government  Ethics 

will  rule  on  the  set  of  facts  found  by  the  inspector  general. 

And  we  will  be  doing  something  similar  and  we  will  be  coordinating  with  the 

Treasury  inspector  general  with  respect  to  interviews  and  exchanges  of  factual 

information  on  the  Treasury  side  and  the  White  House  side. 

Q  Will  you  be  talking  to  people  not  now  in  the  White  House,  such  as  Bernie 

Nussbaum? 

MR.  CUTLER:  Oh,  no  doubt,  yes. 

Q  Mr.  Cutler,  what  is  the  feeling  about  the  upcoming  hearings,  and  what  do  you 

think  will  be  the  outcome,  what  --  do  you  think  that  the  White  House  will  have 

to  go  underground  for  awhile  or  — 

MR.  CUTLER:  Helen,  we  have  said  we  will  cooperate  in  any  hearings  that  Congress 

decides  to  hold.   Congress,  as  you  know,  both  houses  have  passed  resolutions 

calling  for  hearings  in  their  oversight  capacity,  hearings  that  as  to  subject 

matter  would  be  coordinated  so  as  not  to  interfere  with  Mr.  Fiske's 

investigation.   We  certainly  don't  expect  to  go  underground  as  a  result  of  those 

hearings.   We  will  prepare  for  those  hearings,  we  expect  them  to  rum  out,  we 

hope,  in  a  very  satisfactory  manner.   And  meanwhile,  the  president  and  everyone 

in  this  White  House  except  me,  I  guess,  will  be  concentrating  on  the  duties  of 

being  president. 

Q  Do  you  think  the  president  and  Mrs.  Clinton  may  have  to  testify,  or  would  they 

testify? 

MR.  CUTLER:  I  don't  know.    There  are  no  precedents,  as  you  know,  for  direct 

testimony  in  a  congressional  fact-finding  hearing,  but  there  certainly  are 

accepted  precedents  as  to  how  questions  can  be  asked  and  answers  can  be 

furnished  and  we  will  cooperate  in  that  within  the  precedents. 

Q  Sir,  as  you  pursue  your  own  interviews  on  the  Foster  case  ~ 

Q  Wait!    Wait!   Just  to  follow  up  on  that,  does  that  mean  that  you  don't  think 

that  they  will?  Can  I  infer  from  that  -- 

Q  As  you  pursue  your  own  interviews  on  that  will  you  be  asking  -- 

Q  Somebody's  talking. 

Q  Can  I  -- 

MR.  CUTLER:  Can  you  decide  among  yourselves  which  of  you  is  going  to  speak? 

Q  Let  me  please  follow  up  on  that  question. 


160 


DEPARTMENT  OF  THE  TREASURY 

WASHINOTON.  C  C      JOIJO 


July  23,  199< 


BY  HAND 

Jane  Sherburn,  Esquire 

Office  of  the  White  House  Counsel 

The  White  House 

Washington,  D.C. 

Dear  Jane: 

Enclosed  are  copies  of  the  transcripts  of  all  but  one 
of  the  interviews  conducted  by  the  Treasury  Inspector  General  as 
part  of  his  investigation  into  contacts  between  Treasury  and 
White  House  officials  concerning  Madison  Guaranty.   We  have  not 
yet  received  the  trenscript  of  the  interview  of  Mr.  McLarty. 

As  we  discussed,  these  transcripts  are  being  provided 
to  you  solely  to  assist  you  in  the  preparation  for  Mr.  Cutler's 
testimony  before  the  House  and  Senate  Banking  Ccrrmittee  hearings. 
You  have  agreed  that  the  transcripts  we  are  providing  to  you  with 
this  letter  will  not  be  disclosed  publicly  or  shown  to 
individuals  (other  than  Mr.  Cutler)  who  nay  be  called  as 
witnesses  by  either  Committee  until  such  time  as  we  advise  you 
that  this  restriction  is  no  longer  necessary.   Similarly,  you 
have  agreed  not  to  disclose  these  transcripts  to  counsel  for  any 
such  individuals.   Please  let  me  know  immediately  if  my 
understanding  of  our  agreement  is  not  correct. 

Sincerely, 


th 


:ecnerr  J.  McHale 
Deputy  Assistant  General  Counsel 
(Administrative  &  General  Law) 
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THE  WHITE  HOUSE 
WASHINGTON 

August  3,  1994 


Tbe  Honorable  Donald  W.  Ricgle,  Jr. 

Senate  Committee  on  Banking,  Housing 

and  Urban  Affairs 
Senate  Dlrksen  534 
Washington,  D.C.   205 10-6075 

Dear  Chairman  Riegle: 

At  the  hearings  yesterday,  Senator  Bond  raised  some  questions  about  tie  ethical 
propriety  of  tbe  cooperative  arrangements  made  between  rhe  Treasury  and  the  White  House 
corjeerning  their  respective  investigations  into  the  so-called  Treasury-White  House  contacts. 

As  you  know,  Secretary  Bentscn  asked  the  Office  of  Government  Ethics  to  review  the 
conduct  of  Treasury  officials  for  its  opinion  on  their  compliance  with  the  Standards  of 
Conduct  issued  by  that  office.   OGE  asked  the  Treasury  and  RTC  Inspectors  General  to 
conduct  the  fact  finding  on  which  it  would  rely  for  its  conclusions.    About  the  same  time. 
White  House  Chief  of  Staff  Mack  McLarty  asked  mc  to  undertake  a  similar  review  as  to  the 
White  House  officials  involved. 

Neither  the  Inspector?  General  nor  I  could  begin  this  review  until  approximately 
July  1 ,  when  Independent  Counsel  Robert  Flske  concluded  his  investigation  of  this  subject. 
Mr.  Fiske  had  requested  each  of  us  not  to  interview  the  Treasury,  White  House,  or  RTC 
officials  involved  until  his  own  investigation  had  been  completed.   This  is  an  understandable 
request  by  a  careful  prosecutor,  and  we  both  complied  with  in 

Since  the  congressional  hearings  were  scheduled  to  begin  in  the  last  week  of  Juiy,  we 
each  had  a  very  brief  rime  frame  in  which  to  complete  numerous  interviews.   The  Treasury 
and  RTC  Inspectors  General  naturally  wanted  to  tntervlew  rhe  White  House  officials  who 
participated  in  these  comacts,  as  well  as  the  Treasury  and  RTC  officials  involved.   Similarly, 
we  naturally  wanted  to  do  the  same.  It  was  essential  to  the  reliability  of  ben  reviews  that 
they  be  based  on  the  testimony  of  all  those  concerned. 

The  Inspectors  General  took  sworn  depositions,  while  our  review  employed  an 
interview  format.   We  permitted  the  Inspectors  General  jointly  to  take  iwora  depositions  of 
all  tbe  White  House  officials  they  wanted. 

We  requested  copies  of  all  the  deposition  transcripts  from  the  Office  of  the  Secreary. 
On  July  23.  Treasury  provided  us  with  the  transcripts  after  all  of  the  Inspectors  General 
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depositions  (except  for  Mr.  Ludwig's)  had  been  completed.  On  this  basis  wc  were  able  Co 
obtain  the  information  necessary  for  our  review  without  interviewing  most  of  the  Treasury 
and  RTC  officials  (we  did  interview  Mr.  Airman.  Mr.  Steiner,  and  Ms.  Hanson's  lawyers). 

The  arrangements  for  receiving  transcripts  were  made  through  the  Office  of  the 
Secretary.   They  could  not  possibly  have  interfered  with  the  independence  of  the  Inspectors 
Generals'  investigation  or  the  resulting  findings  of  fact,  since  we  did  not  receive  the 
transcripts  until  after  all  depositions  (except  one)  had  been  completed  and  they  were 
preparing  their  final  report.   These  transcripts  were  used  by  me  and  my  staff  to  complete  my 
review  of  these  matters  and  prepare  for  my  congressional  testimony.   We  did  not  provide 
copies  to  anyone. 

I  respectfully  submit  that  these  arrangements  were  entirely  proper  and  did  not 
compromise  the  Independence  of  either  the  Inspector  Generals'  review  or  ours.   They  were 
simply  an  efficient  way  of  performing  our  respective  tasks  thoroughly  within  the  brief  time 
period  available. 


Sincerely, 


ix>  CJpu^ 


Doyd  N.Tutier 

Special  Counsel  to  the  President 


cc:       Honorable  Alfonae  M.  D'Amato.  Ranking  Minority  Member 
All  Members  of  the  Committee 
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PM- Whitewater-Ethics,  Bjt,880< 

Starr  Investigates  Behind-Scenes  Maneuvering  During  Ethics 
Probe< 
By  RICHARD  KEIL  and  JOHN  SOLOMON  Associated  Press  Writers 

WASHINGTON  (AP)  Behind-the-scenes  maneuvering  last  summer 
during  a  government  ethics  investigation  of  the  Clinton 
administration's  conduct  in  Whitewater  recently  has  attracted 
the  attention  of  prosecutor  Kenneth  Starr,  according  to 
officials  familiar  with  the  probe. 

The  ethics  review  by  the  Treasury  Department's  inspector 
general  was  set  up  to  be  independent  of  the  administration.  But 
a  year  later,  documents  and  interviews  show  presidential 
appointees  had  frequent  contact  with  the  investigators. 

An  Associated  Press  examination  of  the  July  1994  Office  of 
Government  Ethics-Treasury  inspector  general  investigation 
found  that: 

Then-Treasury  Secretary  Lloyd  Bentsen,  who  was  among  those 
whose  conduct  was  being  examined  in  the  ethics  probe,  requested 
and  received  a  copy  of  the  draft  report  nine  days  before  the 
probe  was  completed. 

Presidential  aides  made  at  least  four  attempts  to  obtain 
witness  depositions  before  the  probe  ended.  The  chief  Treasury 
investigator,  Jim  Cottos,  objected  in  writing  to  releasing  the 
transcripts  on  July  19,  1994,  just  fours  days  before  they  were 
released. 

Lloyd  Cuder,  who  served  as  White  House  counsel  at  the  time, 
acknowledged  in  an  interview  that  he  and  Bentsen  agreed  "well 
before' '  the  inspector  general  turned  over  the  depositions  that 
such  a  transfer  would  occur.  Cutler  said  he  didn't  know  why  the 
inspector  general  wasn't  informed  of  such  an  agreement. 

White  House  attorneys  used  the  depositions  to  identify 
contradictory  accounts  and  confront  aides  just  before  witnesses 
were  to  testify  before  Congress. 

"If  we  found  inconsistencies,  we  would  go  back  to  White 
House  officials,  and  go  back  over  testimony  they  gave  us," 
Cutler  told  AP.  "And  then  we  would  say  'we  have  heard  other 
reports."* 

"I  think  it  was  perfectly  appropriate  to  say  that  'this  is 
your  testimony  to  us.  There  is  conflicting  testimony.  Are  you 
sure  that's  what  you  said?'"  Cutler  said. 

Cutler  had  reached  a  confidentiality  agreement  with  Bentsen 
that  the  material  would  not  be  "shared"  with  witnesses,  and 
he  said  last  week  that  the  White  House  lawyers  did  not  show  the 
depositions  to  witnesses  or  otherwise  reveal  the  source  of  the 
information. 
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The  Office  of  Government  Ethics  and  the  Treasury  inspector 
general  were  asked  last  year  by  the  administration  to 
investigate  independently  whether  presidential  aides  or 
Treasury  officials  broke  any  laws  or  ethics  rules  in  late  1993 
and  early  1994  when  they  obtained  confidential  information 
about  an  ongoing  Whitewater-related  savings  and  loan 
investigation. 

The  two  agencies,  which  are  supposed  to  operate  free  of 
political  influence,  began  their  probe  July  1,  1994. 

On  the  eve  of  last  summer's  congressional  Whitewater 
hearings,  they  issued  a  report  concluding  that  aides  did  not 
break  any  ethics  rules,  although  it  would  have  been  better  if 
their  discussions  hadn't  occurred. 

What  wasn't  known  at  the  time  was  how  much  concern  Treasury 
investigators  had  about  the  integrity  of  their  own 
investigation  a  point  that  has  been  made  to  Starr  in  recent 
weeks,  said  officials  familiar  with  the  probe,  who  spoke  only 
on  condition  of  anonymity. 

Over  the  last  month,  Starr  subpoenaed  relevant  documents  from 
the  Treasury  Department  and  began  interviewing  investigators, 
several  officials  said,  also  speaking  on  condition  of 
anonymity. 

Among  those  who  have  been  questioned,  the  officials  said,  is 
deputy  inspector  general  Robert  Cesca,  who  was  in  charge  of  the 
ethics  probe. 

"I've  been  instructed  by  the  independent  counsel  not  to 
discuss  this  with  anyone,  so  I  can't  get  into  it,"  Cesca  said. 

In  an  telephone  interview  from  Texas,  Bentsen  said  he  could 
not  recall  getting  an  advance  draft.  But  Treasury  officials 
confirmed  that  Bentsen  requested  and  got  the  draft  of  the 
inspector  general's  report  on  July  22,  1994  as  soon  as  it  was 
written.  The  final  report  was  completed  a  week  later. 

"The  secretary  was  given  a  copy  of  the  draft  report,"  said 
Francine  Kerner,  who  at  the  time  served  as  counsel  to  the 
inspector  general. 

Kerner  said  she  was  not  consulted  about  the  decision  but 
believed  it  was  appropriate  to  give  Bentsen  the  draft  because 
"this  was  not  a  criminal  investigation,  this  was  an 
administrative  report." 

One  official  familiar  with  Bentsen's  request  said  the 
secretary  requested  the  draft  because  he  needed  to  determine 
whether  to  discipline  two  top  Treasury  officials  whose  honesty 
had  been  questioned  Deputy  Secretary  Roger  Altman  and  General 
Counsel  Jean  Hanson. 

Both  resigned  after  congressional  criticism  of  their 
testimony. 
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The  same  day  Bentsen  got  the  draft  report,  he  belatedly 
turned  over  to  the  inspector  general  a  calendar  notation 
disclosing  that  he  had  met  with  Altman  and  Hanson  on  Feb.  1 , 
1994  the  afternoon  before  the  two  went  to  a  controversial 
White  House  meeting  at  the  center  of  the  ethics  review. 
Treasury  officials  said  they  believed  the  belated  production  of 
the  document  was  a  coincidence. 

Several  sources  said  Starr  had  shown  substantial  interest  in 
why  the  transcripts  of  the  sworn  depositions  were  given  to  the 
White  House  before  the  investigation  was  completed. 

AP  first  reported  the  transfer  last  summer.  The  move  was 
widely  criticized  by  Republicans  and  outside  ethics  experts. 
The  transfer  of  the  depositions  culminated  weeks  of  contacts 
between  the  Treasury  and  White  House,  according  to  the 
interviews  and  documents. 
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BODY:  The  Resolution  Trust  Corp.  has  asked  federal  prosecutors  in  Little 
Rock  to  open  a  criminal  investigation  into  whether  a  failed  Arkansas 
savings  and  loan  used  depositors'  funds  during  the  mid-'80s  to  benefit 
local  politicians,  including  a  reelection  campaign  of  then-governor  Bill 
Clinton. 

About  three  weeks  ago,  the  RTC  forwarded  to  U.S.  Attorney  Paula  Casey  in 
Little  Rock  information  about  10  matters  arising  from  transactions  at  the 
now-defunct  Madison  Guaranty  Savings  &  Loan  that  warrant  criminal 
investigation,  according  to  government  sources  familiar  with  the  probe.  A 
written  summary  of  the  referral  has  been  sent  to  the  Justice  Department, 
according  to  som-ces. 

The  package  includes  questions  about  whether  a  series  of  checks  written 
on  Madison  accounts  ended  up  in  Clinton's  campaign  fund.  The  sources  said 
there  is  no  indication  Clinton  had  personal  knowledge  of  or  involvement 
in  the  transactions,  and  the  White  House  said  yesterday  there  would  be  no 
way  Clinton  would  have  known  if  money  from  Madison  accounts  had  been 
improperly  used  to  make  campaign  contributions. 

The  RTC  request,  based  on  a  broad  probe  of  the  S&L's  financial  affairs, 
also  asks  for  further  federal  investigation  of  Madison's  dealings  with 
current  Arkansas  Gov.  Jim  Guy  Tucker  (D),  the  sources  said. 

Tucker's  companies  borrowed  more  than  $  1  million  from  the  S&L  for  real 
estate  and  other  ventures  during  the  mid-1980s,  when  he  was  at  a  law  firm 
that  represented  Madison.  Some  of  the  loans  were  made  on  what  appear  to 
be  favorable  terms  and  caused  large  losses  to  the  S&L.  Tucker's  office 
did  not  respond  to  requests  for  an  interview. 
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The  RTC,  which  disposes  of  S&Ls,  took  over  Madison  after  its  1989 
failure,  expected  to  cost  taxpayers  an  estimated  $  47  million. 

In  examining  the  Madison  transactions,  the  RTC  has  asked  Casey  to 
determine  whether  checks  to  the  Clinton  campaign  were  paid  from  overdrawn 
accounts  with  the  authorization  of  Madison's  owner,  James  B.  McDougal,  or 
whether  Madison  loans  intended  for  other  purposes  were  used  for  campaign 
contributions.  McDougal  is  a  longtime  friend  and  business  partner  of  Bill 
and  Hillary  Rodham  Clinton  and  was  an  economic  development  aide  during 
Clinton's  first  term  as  governor. 

In  an  interview,  McDougal  said  he  had  no  knowledge  of  any  Madison  funds 
being  used  improperly.  "I  never  approved  an  overdraft  in  the  entire  time 
I  was  down  there,"  he  said. 

Clinton  aide  Bruce  Lindsey  said  yesterday  that  McDougal  helped  organize 
an  April  1985  fund-raiser  to  pay  off  Clinton's  1984  campaign  debts. 
Lindsey  said  he  does  not  know  how  much  was  raised  during  the  fund-raiser 
and  does  not  have  the  state  campaign  records,  which  are  routinely 
discarded  after  five  years.  But  he  said  he  had  seen  a  deposit  slip  noting 
that  McDougal  contributed  $  3,000,  which  was  not  in  excess  of  campaign 
limits  at  the  time. 

Lindsey  said  he  understands  that  the  RTC  is  questioning  the  "source  of 
funds"  for  that  check  and  perhaps  others. 

"How  in  the  world  would  we  have  any  knowledge  of  that?"  Lindsey  said. 
"Where  the  funds  came  from  for  that  check  -  there's  absolutely  no  way  we 
would  know  or  have  questioned  that." 

RTC  investigators  have  examined  irregular  Madison  transactions  that  took 
place  in  April  1985  and  have  attempted  to  find  out  who  endorsed  and 
deposited  a  series  of  checks  made  out  to  Clinton  or  the  gubernatorial 
campaign,  one  source  familiar  with  the  probe  said.  Lindsey  said  it  would 
not  be  unusual  for  campaign  contributors  to  make  out  checks  in  Clinton's 
name  -  and  that  was  done  by  some  at  the  1985  fund-raiser  --  but  that 
those  checks  would  be  placed  in  the  campaign  fund,  which  was  maintained 
at  Arkansas'  Bank  of  Cherry  Valley. 

RTC  investigators  have  been  unable  to. secure  bank  records  that  would  show 
where  money  from  the  checks  went,  the  sources  said. 

The  RTC  takes  the  step  of  referring  cases  to  law  enforcement  agencies 
when  its  own  investigation  of  a  failed  S&L's  books  and  loan  files  raises 
"aggravated  suspicion"  of  possible  criminal  activity.  Referrals  are  often 
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made  to  the  FBI  or  the  Justice  Department  on  limited  evidence.  The  RTC 
has  limited  subpoena  powers  and  no  authority  to  bring  criminal  cases  itself. 

Sources  familiar  with  the  Madison  i-eferrals  said  Casey's  office  will  have 
to  evaluate  whether  transactions  dating  back  to  the  mid-'80s  warrant 
criminal  investigation.  Casey  declined  to  comment. 

RTC  spokesman  Steve  Katsanos  would  neither  confirm  nor  deny  whether  the 
agency  asked  Casey  to  further  investigate  Madison.  "We  have  found  Madison 
to  be  a  very  interesting  institution  and  we  conduct  investigations  in 
cases  of  all  failed  S&Ls,"  he  said. 

Sources  said  that  the  RTC  also  asked  Casey  to  investigate  whether 
McDougal  had  violated  S&L  regulations.  He  was  acquitted  of  bank  fraud  in 
1990  in  a  case  that  focused  on  bonuses  and  profits  he  earned  for  real 
estate  deals  involving  the  development  subsidiary,  Madison  Financial 
Corp. 

The  RTC  action  comes  after  a  long-running  probe  of  Madison  that  began 
soon  after  the  S&L  was  taken  over  by  federal  regulators.  Before  it  was 
taken  over,  regulators  were  critical  of  Madison's  management,  contending 
it  permitted  conflicts  of  interest,  inflated  real  estate  appraisals,  and 
unsupported  loan  documentation  and  that  it  failed  to  collect  debts,  state 
records  show. 

The  RTC  probe  intensified  about  a  year  ago  as  investigators  examined 
loans  and  financial  transactions  involving  a  small  group  of  borrowers, 
including  some  S&L  officers  and  directors  and  local  politicians  who  were 
Madison  customers. 

As  part  of  the  investigation,  the  RTC  went  to  extraordinary  lengths  to 
trace  real  estate  transactions  involving  Whitewater  Development  Corp.,  a 
land  company  Bill  and  Hillary  Clinton  jointly  owned  with  McDougal  and  his 
former  wife,  Susan  McDougal,  according  to  government  sources.  The 
corporation  maintained  an  account  at  Madison,  and  sources  said 
Whitewater's  activities  are  among  the  matters  referred  to  Casey  for 
further  investigation. 

Whitewater,  which  the  Clintons  have  described  as  a  money-losing  venture 
that  developed  land  in  the  Ozark  Mountains,  was  formed  in  1978. 

There  was  protracted  debate  within  the  RTC  about  whether  Madison 
transactions  involving  the  Clintons  should  be  included  in  documents  sent 
to  Casey,  because  the  investigation  focuses  primarily  on  the  handling  of 
S&L  funds  by  Madison  officials,  sources  said. 
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The  RTC's  investigators  who  are  based  in  Kansas  City  were  prepared  to 
forward  the  information  earlier  this  fall,  but  the  decision  to  send  the 
referrals  on  was  not  made  until  early  October,  the  sources  said. 

Madison,  which  grew  from  a  tiny  Arkansas  thrift  into  a  bustling 
institution  during  McDougal's  years  there,  has  surfaced  before  as  an 
issue  for  Clinton.  During  his  presidential  campaign  last  year,  he  was 
faced  with  questions  about  whether  his  administration  in  Arkansas  gave 
favorable  treatment  to  the  troubled  S&L  in  the  mid-1980s  when  it  was 
seeking  state  permission  for  new  ways  to  raise  money. 

Hillary  Clinton,  then  a  lawyer  with  the  influential  Rose  law  firm  of 
Little  Rock,  acted  as  an  attorney  for  Madison  when  it  went  before  the 
State  Securities  Commission  in  1985.  An  issue  was  raised  during  Clinton's 
1992  presidential  campaign  about  whether  her  work  for  the  S&L  was  a 
conflict  of  interest.  She  said  her  legal  work  had  been  minimal. 

Controversy  also  arose  during  the  1992  campaign  over  Whitewater's 
finances.  Press  investigations  of  Madison  showed  that  Susan  McDougal's 
advertising  firm,  which  was  associated  with  Madison,  deposited  money  in 
Whitewater's  account  at  the  S&L  to  cover  an  overdraft. 

Under  intense  media  scrutiny,  Denver  lawyer  James  Lyons  was  retained  by 
the  campaign  to  do  a  report  on  Whitewater's  business  dealings  and  he 
found  the  Clinton's  lost  money  on  the  investment  and  had  done  nothing 
improper.  Officials  said  they  could  not  locate  many  of  the  records  that 
might  answer  questions  about  the  transactions. 

Tucker,  a  former  congressman  and  state  attorney  general,  was  involved  in 
a  number  of  Madison  loans,  which  went  to  fund  small  real  estate  deals, 
Tucker's  cable  television  company  and  major  industrial  projects. 

Madison  loaned  one  of  Tucker's  companies,  Castle  Water  and  Sewer,  more 
than  $  1  million.  His  company  was  to  provide  service  to  the  Castle  Grande 
mobile  home  park,  a  Madison  Financial  Corp.  development  near  Little  Rock, 
but  the  S&L  ended  up  losing  $  861,000  on  the  loan,  the  RTC  said  in  an 
1990  court  document. 

Staff  writers  Michael  Isikoff  in  Washington  and  Howard  Schneider  in 
Little  Rock  contributed  to  this  report.  . 
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BODY:  A  real  estate  firm  that  was  half-owned  by  President  Clinton  and 
Hillary  Rodham  Clinton  is  under  scrutiny  in  two  separate  federal 
investigations  that  focus  on  the  financial  activities  of  prominent 
Arkansas  business  and  political  figures,  according  to  federal  officials 
and  law  enforcement  sources. 

The  company,  Whitewater  Development  Corp.,  has  been  a  recurring  source  of 
controversy  for  the  Clintons.  The  company  was  formed  to  develop  vacation 
and  retirement  homes  on  the  White  River  in  a  remote  section  of  the 
Ozarks.  The  Clintons  have  said  repeatedly  that  Whitewater  was  a 
debt-ridden,  money-losing  venture  in  which  they  were  passive  investors. 

In  recent  interviews  and  public  statements,  David  Hale,  a  former 
municipal  judge  in  Little  Rock  under  indictment  on  charges  of  defrauding 
the  federal  Small  Business  Administration,  has  contended  that  during  the 
mid-1980s  Bill  Clinton  and  others  pressured  him  to  make  SBA-backed  loans 
to  help  get  bad  loans  off  the  books  of  a  failing  S&L,  Madison  Guaranty 
Savings  and  Loan.  The  White  House  has  repeatedly  denied  that  any  such 
conversations  took  place. 

During  an  FBI  raid  last  July  on  the  offices  of  Hale's  SBA  investment 
firm,  agents  seized  documents  that  included  records  of  a  S  300,000  loan 
to  a  public  relations  company  headed  by  Susan  McDougal,  a  partner  in 
Whitewater.  Some  of  the  proceeds  of  the  loan  --  intended  to  aid  "socially 
or  economically  disadvantaged"  borrowers  --  were  used  to  finance  a  large 
purchase  of  rural  property  from  the  International  Paper  Co.  by  Whitewater 
in  October  1986,  according  to  a  participant. 

As  The  Washington  Post  reported  Sunday,  the  federal  Resolution  Trust 
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Corp.  has  been  scrutinizing  Whitewater's  land  purchases  as  part  of  a 
separate  probe  into  the  use  of  depositor  funds  from  Madison,  which  Susan 
McDougal's  husband,  James  McDougal,  controlled.  The  RTC  has  asked  U.S. 
Attorney  Paula  Casey  in  Little  Rock  to  open  a  broad  probe  into  whether 
Madison's  depositor  funds  were  improperly  used  to  benefit  local 
politicians.  Madison  failed  in  1989  at  an  estimated  S  47  million  cost  to 
taxpayers. 

Sources  familiar  with  the  probe  also  say  that  RTC  investigators  have 
examined  Whitewater's  purchase  of  the  International  Paper  Co.  land  and 
forwarded  questions  to  Casey.  Shares  of  Whitewater  were  equally  owned  by 
the  Clintons  and  McDougals. 

The  White  House  has  said  that  Clinton,  who  was  then  serving  his  third 
term  as  Arkansas  governor,  and  his  wife  were  not  aware  of  the  loan  to 
Susan  McDougal  or  of  Whitewater's  purchase  of  the  International  Paper  Co. 
land.  The  purchase,  by  far  the  corporation's  largest  transaction,  was  not 
disclosed  in  documents  released  by  the  Clintons  last  year  to  explain 
Whitewater,  which  became  an  issue  during  the  presidential  campaign. 

"There's  no  way  in  the  world  that  the  Clintons  would  know  about  something 
like  that,"  said  senior  White  House  aide  Bruce  Lindsey  when  asked  about 
the  International  Paper  Co.  purchase.  "It's  not  as  though  they  were  sitting 
in  a  corporate  office  somewhere  passing  corporate  documents  around." 

Justice  Department  officials  have  said  in  recent  interviews  that  last 
summer's  FBI  raid  was  related  to  an  investigation  of  Hale's  activities  as 
head  of  Capital  Management  Services  Inc.,  the  SBA-backed  investment  firm. 
The  investigation  is  not  focusing  on  the  president  or  his  wife,  officials 
said. 

Martin  Teckler,  deputy  general  counsel  to  the  SBA,  would  not  comment  on 
Capital  Management,  which  is  now  in  receivership.  The  loan  to  Susan 
McDougal's  firm  is  in  default  and  the  SBA  is  seeking  to  recover  the 
funds.  As  a  general  matter,  Teckler  said,  "The  agency  is  definitely 
interested  in  seeing  to  it  that  any  misrepresentations  to  obtain  funds 
from  the  agency  are  pursued." 

Questions  about  the  Susan  McDougal  loan  were  raised  publicly  last 
September  by  Hale  after  he  unsuccessfully  sought  to  have  the  fraud 
charges  dropped  in  exchange  for  his  information  about  the  financial 
dealings  of  other  Arkansas  political  figures.  Justice  Department 
officials  said  he  had  "no  tangible  information"  that  would  justify 
dropping  felony  charges  against  him. 

Hale,  who  first  aired  his  charges  in  the  Arkansas  Democrat-Gazette,  said 
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in  an  interview  that  Bill  Clinton  and  James  McDougal  repeatedly  pressed 
him  to  make  the  loan  to  Susan  McDougal's  firm,  Master  Marketing.  Hale  said  he 
was  told  by  James  McDougal  the  loan  could  help  with  "cleaning  up' 
problems  at  Madison  Guaranty,  which  was  then  under  pressure  from  federal 
regulators. 

"Bill  Clinton  and  I  never  discussed  any  loan  with  David  Hale  any  time," 
said  McDougal,  who  was  acquitted  of  federal  bank  fraud  charges  involving 
Madison  in  1990.  He  added  that  he  was  willing  "to  take  a  lie-detector 
test  on  national  television  absolving  the  president  of  this  ridiculous 
accusation." 

Hale  said  in  a  recent  interview  that  McDougal  first  told  him  in  the  fall 
of  1985  that  there  were  "some  members  of  the  political  family  [in 
Arkansas]  that  had  some  loans  that  might  be  in  question  at  Madison.  " 

Susan  McDougal  said  in  an  interview  she  did  not  remember  the  Master 
Marketing  loan.  James  McDougal  said  the  loan  proceeds  were  deposited  at 
Madison  and  that  he  used  part  of  the  money  to  purchase  the  property  for 
Whitewater  from  International  Paper. 

He  said  the  Clintons  were  not  informed  of  the  purchase.  "The  Clintons 
never  knew  it  took  place,  were  never  consulted  on  it.  .  .  .  If  you  knew 
the  Clintons,  they  were  the  last  goddamn  people  on  Earth  you'd  consult  on 
a  business  deal." 

Land  records  in  Pulaski  County,  Ark.,  show  that  Whitewater  bought  810 
acres  from  International  Paper  in  October  1986  for  S  550,000.  Whitewater 
made  a  S  100,000  down  payment  and  International  Paper  agreed  to  finance 
the  balance,  records  show.  International  Paper  spokeswoman  Kathleen 
Willemin  declined  to  comment  specifically  on  the  sale,  but  said  the 
company  makes  several  hundred  such  sales  a  year  and  often  finances  them. 

The  transaction  was  potentially  sensitive  for  Clinton.  A  year  earlier,  he 
had  negotiated  major  tax  concessions  for  International  Paper  to  keep  it 
from  moving  two  of  its  plants  out  of  the  state. 

Two  months  after  the  purchase,  James  McDougal  transferred  title  to  the 
property  from  Whitewater  to  a  company  owned  by  him  and  his  wife. 
Whitewater  remained  obligated,  along  with  the  new  company,  for  the 
mortgage  loan  and  was  later  named  in  a  lawsuit  International  Paper  filed 
to  reclaim  the  property  after  a  default  in  mortgage  payments. 

Whitewater  was  formed  initially  to  develop  200  acres  of  land  in  the 
Ozarks.  At  the  time,  James  McDougal  was  serving  in  Clinton's  first 
gubernatorial  administration  as  an  economic  development  aide. 
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Several  years  after  Whitewater  was  started,  Hillary  Clinton  and  her  law 
firm,  the  Rose  firm,  represented  Madison  before  state  regulators  while 
Clinton  was  governor.  Questions  about  possible  conflicts  became  an  issue 
in  Clinton's  1992  campaign. 

Clinton  campaign  officials  hired  James  Lyons,  a  Denver  attorney,  to  issue 
an  accounting  of  Whitewater's  finances.  While  reporting  that  the  Clintons 
had  invested  $  70,000  of  their  own  funds  in  the  company,  Lyons's  report 
depicted  Whitewater  as  a  debt-ridden  company  that  had  done  virtually  no 
business  for  years.  Clinton  aides  said  then  that  remaining  questions 
about  Whitewater  could  not  be  addressed  because  many  of  its  records  were 
missing. 

Records  show  that  Whitewater  failed  to  file  corporate  tax  returns  during 
a  three-year  period  in  which  the  Clintons  remained  half  owners  of  the 
firm.  This  omission  was  discovered  last  December  when  the  late  Vincent 
Foster,  the  Clintons'  personal  attorney  and  later  deputy  White  House 
counsel,-  met  McDougal  to  execute  the  sale  of  the  Clintons'  interest  in 
Whitewater  to  McDougal. 

Foster  took  responsibility  for  filing  the  returns  and  later  hired  a 
Little  Rock  accountant  who  brought  the  returns  to  the  offices  of 
McDougal's  lawyer  on  June  21,  1993.  The  copies  show  that  Whitewater 
realized  no  income  during  that  period. 

When  copies  of  Whitewater's  tax  returns  were  requested  last  year,  Clinton 
campaign  officials  directed  reporters  to  McDougal. 

But  McDougal  said  in  a  recent  interview  he  delivered  his  copies  of 
Whitewater's  financial  records  to  the  governor's  mansion  in  1987. 

"They  assumed  the  responsibility  for  filing  the  tax  returns  up  until 
now,"  he  said. 

Staff  writer  Susan  Schmidt  contributed  to  this  report. 
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The  Justice  Department  yesterday  named  a  special  three-member  prosecution 
team  to  oversee  politically  sensitive  investigations  into  a  federally  backed 
investment  company  and  a  failed  Arkansas  savings  and  loan  that  had  ties  to 
prominent  figures  in  the  state,  including  President  Clinton. 

The  move  came  after  U.S.  Attorney  Paula  Casey  formally  recused  herself  and 
her  office  from  any  further  involvement  in  the  probes.  After  consulting  with 
Deputy  Attorney  General  Philip  B.  Heymann  and  his  staff,  acting  criminal 
division  chief  John  C.  Keeney  dispatched  three  career  lawyers  from  the  fraud 
section,  headed  by  Donald  B.  Mackay,  a  former  U.S.  attorney  in  Illinois,  to 
Little  Rock  to  take  over  the  investigations. 

Casey,  a  Clinton  appointee  and  volunteer  in  some  of  Clinton's  gubernatorial 
campaigns,  had  resisted  earlier  requests  that  she  recuse  herself.  But  late  last 
week,  following  news  media  reports  about  the  probes,  she  informed  department 
officials  that  she  and  her  staff  were  stepping  aside  "because  of  their 
familiarity  with  some  of  the  parties  and  the  need  to  ensure  that  there  be  no 
misperceptions  about  the  impartiality  of  the  investigation,"  according  to  a 
department  statement. 

The  investigations  have  received  widespread  attention  in  recent  days 
following  disclosures  that  the  Resolution  Trust  Corporation  had  asked  Casey's 
office  to  open  a  criminal  inquiry  into  a  number  of  matters  relating  to  the 
now-defunct  Madison  Guaranty  &  Trust,  including  the  possible  improper  use  of 
depositors'  funds  for  contributions  to  Clinton's  1984  reelection  campaign  as 
governor  of  Arkansas. 

Yesterday,  Republicans  on  the  House  Banking  Committee  asked  Chairman  Henry  B. 
Gonzalez  (D-Tex.)  to  open  hearings  on  Madison,  which  had  business  relationships 
with  a  partnership  half-owned  by  Bill  and  Hillary  Clinton  and  with  companies 
formerly  controlled  by  Arkansas  Gov.  Jim  Guy  Tucker  (D).  Rep.  Jim  Leach  (Iowa), 
the  committee's  ranking  Republican,  called  Madison  "a  rogue  thrift"  and  said 
Republicans  are  concerned  that  "Keating-like  influence  peddling  may  have 
occurred,  although  on  a  smaller,  state-centered  scale"  --  a  reference  to  the 
scandal  involving  five  U.S.  senators  and  S&L  executive  Charles  H.  Keating  Jr. 
Madison  failed  in  1989  at  an  estimated  S  47  million  cost  to  taxpayers. 
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Casey's  office  also  is  probing  Capital  Management  Services,  a  Small  Business 
Administration-backed  investment  fund  that  provided  a  S  300.000  loan  in  April 
1986  to  Susan  McDougal,  a  former  business  partner  of  Clinton  and  the  wife  of 
Madison's  owner.  James  McDougal.  Part  of  the  loan  was  used  by  Whitewater 
Development  Corp..  the  firm  half-owned  by  the  Clintons,  to  buy  a  tract  of  rural 
land  near  Little  Rock.  White  House  officials  have  said  the  Clintons  had  no 
knowledge  of  the  purchase,  which  was  made  by  the  McDougals. 

David  Hale,  a  retired  municipal  judge  who  has  been  indicted  on  fraud  charges, 
has  publicly  alleged  that  he  was  pressured  by  Clinton  to  make  the  loans  as  a 
means  of  shoring  up  Madison's  books  --  a  claim  that  has  been  flatly  denied  by 
the  White  House. 

The  Arkansas  probes  have  been  repeatedly  played  down  by  White  House  and 
Justice  Department  officials,  and  last  week  press  secretary  Dee  Dee  Myers 
dismissed  Hale's  allegations  as  stories  concocted  to  "save  his  butt." 

Casey's  recusal  is  the  latest  sign  that  the  investigations  are  being  taken 
more  seriously.  Late  last  week.  Associate  Attorney  General  Webster  L.  Hubbell.  a 
former  partner  of  Hillary  Clinton  in  the  Rose  law  firm  in  Little  Rock,  sent  a 
memo  to  Attorney  General  Janet  Reno  and  Heymann  stating  he  was  also  recusing 
himself  and  his  entire  staff  from  the  matter.  The  Rose  firm  had  previously 
represented  Madison,  and  Hubbell  later  represented  the  RTC  in  a  lawsuit  against 
Madison's  accountants. 

Hubbell  is  the  No.  3  official  in  the  Justice  Department;  his  responsibilities 
include  overseeing  civil  matters  relating  to  the  savings  and  loan  industry. 
Department  officials  said  Hubbell  would  have  had  no  direct  oversight  over  the 
Little  Rock  criminal  probes  anyway. 

Randy  Coleman.  Hale's  lawyer,  who  had  initially  sought  appointment  of  an 
independent  counsel  last  September  in  the  days  preceding  Hale's  indictment,  said 
yesterday  that  Casey's  recusal  was  "kind  of  a  step  in  the  right  direction" 
although  a  "little  less"  than  what  he  requested. 

"David  Hale  always  said  he  wanted  the  playing  field  to  be  a  little  more 
level,"  said  Coleman.  "You  would  hope  this  means  an  objective  investigation." 

Casey,  a  former  legislative  aide  to  Sen.  Dale  Bumpers  (D-Ark.),  in  September 
turned  down  Coleman's  request  that  Hale  be  granted  immunity  in  exchange  for 
information  about  Clinton  and  other  political  figures  in  the  state  who  had 
gotten  loans  from  Capital  Management,  including  Tucker. 

After  consulting  with  high-level  department  officials,  Casey  said  she  saw  no 
reason  to  step  aside  and  that  Hale's  allegations  lacked  "specifics." 

That  came  one  month  after  Coleman  had  contacted  the  White  House  about 
Hale's  allegations,  calling  associate  counsel  William  Kennedy  in  mid-August.  "I 
told  him  we  have  clients  with  mutual  problems  developing  in  a  federal 
investigation  down  here.'"  Coleman  said  yesterday. 

A  few  days  later,  Coleman  said.  Kennedy  called  back  and  asked  him  if  it  would 
be  alleged  there  were  any  "face  to  face"  meetings  between  Clinton  and  Hale  —  a 
question  that  Coleman  said  he  answered  in  the  affirmative.  But  Coleman  said 
Kennedy  did  not  accept  his  offer  to  meet  with  him  in  Washington  to  discuss  the 
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matter. 

Coleman  said  he  was  not  asking  Kennedy  to  intervene  in  the  case.  White  House 
senior  aide  Bruce  Lindsey  said  that  Kennedy,  a  former  partner  of  Hillary 
Clinton  and  Hubbell  in  the  Rose  law  firm,  discussed  Coleman's  statements  with 
White  House  counsel  Bernard  Nussbaum.  but  neither  took  any  action  or  alerted 
anyone  else  in  the  White  House.  "Both  he  and  Bemie  didn't  do  anything  with  the 
information  because  they  didn't  take  it  seriously.-  said  Lindsey. 
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BODY:  Resolution  Trust  Corp.  investigators  examining  the  mid-1980s 
affairs  of  a  failed  Arkansas  savings  and  loan  found  a  series  of  irregular 
transactions  involving  Whitewater  Development  Corp.,  a  company  then 
half-owned  by  President  Clinton  and  his  wife,  that  suggested  it  was  used 
by  the  Clintons'  business  partners  in  a  check-kiting  scheme  to  drain 
funds  from  the  thrift. 

The  RTC,  according  to  documents  and  interviews  with  sources  familiar  with 
the  probe,  told  federal  prosecutors  more  than  a  year  ago  that  Bill  and 
Hillary  Clinton  and  other  principals  in  a  dozen  corporations  doing 
business  with  Madison  Guaranty  Savings  &  Loan  during  the  mid-1980s  could 
possibly  have  benefited  from  the  alleged  scheme,  though  there  is  no 
evidence  they  had  direct  knowledge  of  it. 

But  the  agency,  which  named  the  Clintons'  business  partners  as  targets  in 
the  October  1992  referral  to  the  Justice  Department,  said  further 
investigation  was  needed  to  find  out  where  money  ended  up  after  passing 
through  a  Whitewater  account  at  Madison. 

The  Justice  Department  did  not  notify  the  RTC  of  its  disposition  of  that 
referral  until  last  month,  when  federal  prosecutors  declined  to  open  a 
criminal  inquiry.  But  federal  prosecutors  have  decided  to  act  on  a 
second,  more  detailed  request  from  the  RTC  to  investigate  similar 
allegations  regarding  Madison  and  its  owner,  James  McDougal. 

The  Clintons  repeatedly  have  denied  doing  anything  improper  in  connection 
with  Whitewater  and  have  said  that  it  was  a  money-losing  investment  run 
by  McDougal  and  his  wife,  Susan. 
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The  RTC's  first  criminal  referral  last  year,  filling  more  than  15  pages, 
outlined  dozens  of  instances  of  questionable  loan  transactions  involving 
several  Arkansas  banks  and  12  corporations  affiliated  or  doing  business 
with  Madison,  sources  said.  They  said  principals  of  the  corporations 
included  the  Clintons,  the  McDougals  and  Arkansas  Gov.  Jim  Guy  Tucker 
(D). 

During  the  first  half  of  1985,  the  sample  time  period  examined  in  detail 
by  the  RTC,  Whitewater  issued  10  checks  for  more  than  $  70,000.  Several 
were  written  to  the  Bank  of  Cherry  Valley,  where  Clinton  had  a  campaign 
account.  Unable  to  obtain  the  bank's  records,  the  RTC  could  not  determine 
if  the  checks  were  deposited  in  the  account. 

Five  of  the  checks  issued  by  Whitewater  totaling  more  than  $  60,000  were 
overdrafts  that  eventually  were  covered  by  funds  from  other  alleged  shell 
corporations,  or  from  Madison  Financial  Corp.,  the  S&L's  wholly  owned 
real  estate  subsidiary. 

One  $  30,000  check  was  issued  on  Whitewater's  account  to  McDougal  with 
the  notation  "loan  repayment,"  though  sources  said  the  RTC  found  no 
records  of  any  loan  from  McDougal. 

That  check  resulted  in  an  overdraft  that  was  covered  by  a  deposit  of  $ 
30,000  from  Madison  Financial  Corp.  (MFC).  In  April  1985,  according  to 
S&L  documents,  MFC  deposited  $  30,000  directly  into  Whitewater's  account 
as  a  "prepayment"  on  a  1985  bonus  to  McDougal,  MFC's  president. 

Some  of  the  money  that  went  through  the  alleged  shell  corporations  to 
Whitewater  came  from  bank  loans,  according  to  sources  familiar  with  the 
RTC  referral.  Those  corporations  were  created  legally  but  appeared  to 
have  no  business  purpose,  said  a  source  familiar  with  the  probe. 

Among  the  "shell"  companies  cited  in  the  first  referral  were  ventures 

named  "Tucker-Smith-McDougal,"  "Smith-Tucker-McDougal"  and  a  third  named 

"Smith-McDougal."  Also  cited  were  two  Madison  real  estate  ventures. 

The  RTC's  initial  request  for  criminal  investigation  of  the  S&L's  affairs 
came  after  a  long-running  politically  sensitive  probe  of  Madison  and 
McDougal,  a  longtime  friend  of  the  Clintons  who,  with  his  wife,  jointly 
owned  the  small  real  estate  venture  that  has  been  a  continuing  source  of 
controversy  for  the  president. 

The  first  RTC  referral  was  reviewed  earlier  this  year  by  career  Justice 
Department  officials,  who  concluded  there  was  insufficient  evidence  to 
warrant  further  investigation.  The  RTC  says  it  was  never  informed. 
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Two  weeks  ago,  U.S.  Attorney  Paula  Casey  told  the  RTC  in  a  letter  that 
her  office  "concurs"  with  the  earlier  Justice  Department  conclusion  that 
there  was  "insufficient  information"  in  the  first  referral  to  warrant  a 
law  enforcement  probe,  said  sources  familiar  with  the  contents  of  the 
letter. 

"This  was  not  a  review  conducted  by  Paula  Casey,"  said  Carl  Stern,  the 
Justice  Department's  chief  public  affairs  spokesman.  "The  information 
should  have  been  communicated  to  the  RTC  months  earlier.  ...  As  far  as 
I  know,  Paula  Casey  didn't  participate  in  any  decision- making." 

The  second  RTC  referral  forwarded  early  last  month  included  questions 
about  the  possible  diversion  of  Madison  depositor  funds  into  accounts  at 
other  institutions  maintained  by  Clinton's  1984  campaign  for  reelection 
as  Arkansas  governor. 

Casey  last  week  recused  herself  from  the  continuing  investigation  of 
Madison.  A  Clinton  appointee  and  volunteer  in  some  of  Clinton's 
gubernatorial  campaigns,  she  said  she  stepped  aside  because  of  her 
"familiarity  with  some  of  the  parties."  She  declined  to  comment  yesterday 
on  why  she  had  not  recused  herself  two  weeks  ago  on  the  first  referral. 
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Federal  investigators  are  raising  questions  about  ties  between  President 
Clinton  and  an  Arkansas  businessman,  a  political  patron  of  Mr.  Clinton  in  the 
I980's  whose  failed  savings  and  loan  is  now  under  investigation. 

Government  officials  and  lawyers  familiar  with  the  case  said  the  President 
was  neither  the  subject  nor  a  target  of  the  investigation,  which  is  still  in  its 
early  stages. 

But  the  inquiry  focuses  on  questionable  financial  dealings  involving  the 
savings  and  loan,  Madison  Guaranty,  from  which  Mr.  Clinton  benefited  both 
personally  and  politically.  The  savings  and  loan's  owner,  James  McDougal.  was 
one  of  Mr.  Clintons  closest  associates  in  Arkansas  and  was.  at  various  times, 
his  business  partner,  political  fund-raiser,  family  banker  and  senior  aide  when 
Mr.  Clinton  was  Governor  of  Arkansas. 

Advantageous  Relationship 

Mr.  Clinton's  banking  commissioner  advised  him  in  1983  that  Mr.  McDougal  was 
engaged  in  questionable  banking  practices.  But  the  two  men  nevertheless 
maintained  a  business  and  political  relationship  throughout  the  1980's  that 
helped  both  men.  When  Mr.  Clinton  needed  someone  to  raise  535,000  to  retire 
debts  from  his  1984  re-election  campaign,  he  turned  to  Mr.  McDougal. 

Mr.  McDougal  denies  any  wrongdoing.  His  lawyer,  Sam  Heuer,  said  his  client 
was  under  investigation  by  the  United  States  Attorney  in  Little  Rock,  Ark.  Last 
month  the  Federal  agency  that  disposes  of  failed  savings  and  loans,  the 
Resolution  Trust  Corporation,  asked  the  United  States  Attorney  in  Little  Rock  to 
examine  several  possible  violations  of  law  in  the  operations  of  the  savings  and 
loan,  including  transactions  that  may  have  helped  Mr.  Clinton  pay  his  campaign 
debts. 

According  to  Federal  officials,  court  documents  and  lawyers  familiar  with  the 
case,  the  two  Federal  agencies  have  been  trying  to  find  out  whether  more  than 
S250.000  in  business  loans  was  improperly  diverted  from  Madison  in  April  1985  to 
several  sources,  including  Governor  Clinton's  re-election  campaign. 

The  officials  said  the  campaign  received  SI 2,000  in  cashier's  checks  from 
Madison,  some  of  which  appeared  to  have  been  paid  for  by  the  business  loans.  The 
former  Clinton  aide  who  deposited  the  money  said  neither  she  nor  Mr.  Clinton 
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was  aware  of  any  irregularities  about  its  source. 

Investigators  have  asked  prosecutors  to  see  whether  the  campaign 
contributions  were  linked  to  efforts  by  Madison  to  win  state  approval  for  an 
unusual  plan  to  raise  new  capital  by  issuing  stock,  the  officials  said. 

Finally,  prosecutors  are  studying  a  S300.000  loan  from  a  federally  sponsored 
lending  company  to  Mr.  McDougal's  wife,  Susan.  The  man  who  made  the  loan.  David 
Hale,  was  indicted  in  September  on  unrelated  charges. 

In  an  effort  to  win  leniency  from  prosecutors  on  the  eve  of  his  indictment. 
Mr.  Hale  offered  prosecutors  information  about  Mr.  Clinton  and  other  Arkansas 
politicians,  but  was  unable  to  reach  a  plea  agreement.  Mr.  Hale  asserted  in 
interviews  with  reporters  that  Mr.  Clinton  had  personally  pressed  him  to  make 
the  5300,000  loan. 

A  White  House  spokesman  said  Mr.  Clinton  had  no  recollection  of  any  such 
conversation.  Mr.  Hale  said  Mr.  McDougal  told  him  the  money  would  help  conceal 
earlier  favors  for  the  Governor. 

New  Prosecutor 

The  criminal  investigations  of  Madison  and  Mr.  Hale's  lending  activities  are 
being  directed  by  the  new  United  States  Attorney  in  little  Rock,  Paula  J.  Casey. 
On  Sunday,  The  Washington  Post  disclosed  the  Resolution  Trust  Corporation's 
request  to  Ms.  Casey,  and  The  Wall  Street  Journal  reported  on  the  inquiry  today. 

Mr.  Hale's  lawyer  has  questioned  Ms.  Casey's  independence.  She  was  a 
volunteer  in  Mr.  Clinton's  campaigns  for  governor  and  was  his  student  at  the 
University  of  Arkansas  law  school.  Ms.  Casey  would  not  discuss  the  case  but  told 
Mr.  Hale's  lawyer  that  she  was  not  afraid  to  prosecute  anyone. 

Mr.  McDougal.  who  is  at  the  heart  of  the  inquiry  into  the  savings  and  loan's 
affairs,  continues  to  blame  regulators  and  prosecutors  for  his  downfall,  calling 
them  overzealous.  He  was  acquitted  of  Federal  bank  fraud  charges  involving 
Madison  in  1980. 

Mr.  McDougal  met  Mr.  Clinton  in  the  late  1960's,  when  both  men  worked  on  the 
staff  of  Senator  J.  William  Fulbright,  the  Arkansas  Democrat  and  longtime 
chairman  of  the  Senate  Foreign  Relations  Committee. 

Ozarks  Real  Estate  Deal 

In  1978,  the  McDougals  brought  Mr.  Clinton  and  his  wife,  Hillary,  into  a 
real  estate  deal,  buying  200  acres  of  the  Ozarks  in  northern  Arksansas.  Later, 
the  property  was  transferred  to  their  company,  Whitewater  Development,  with  both 
couples  sharing  the  liabilities  and  potential  profits. 

When  Mr.  Clinton  first  took  office  as  Governor  in  1979,  Mr.  McDougal  joined 
him  as  an  economic  development  aide.  But  he  soon  returned  to  business,  buying  a 
bank  in  northern  Arkansas  and  a  savings  and  loan  in  a  small  town  about  75  miles 
from  Little  Rock. 

By  1983,  Mr.  McDougal's  bank  was  in  trouble  with  Arkansas  regulators.  The 
state's  banking  commissioner,  Marlin  S.  Jackson,  ordered  the  bank  to  stop 
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making  imprudent  loans.  Vlr.  Jackson,  a  Clinton  appointee,  said  in  an  interview 
last  year  that  he  told  Mr.  Clinton  at  the  time  of  Mr.  McDougal's  questionable 
practices. 

Meanwhile,  the  savings  and  loan  continued  to  grow,  from  S6  million  in  assets 
to  more  than  S100  million  by  1985.  It  opened  a  branch  in  Little  Rock  near  the 
Statehouse  and  began  making  loans  to  prominent  Democrats,  including  Mr. 
Fulbright  and  Jim  Guy  Tucker,  a  Little  Rock  lawyer  who  is  now  Governor  of" 
Arkansas. 

Records  also  indicate  that  Madison  was  helping  Whitewater,  the  real  estate 
business  owned  by  the  Clintons  and  McDougals.  In  1984  and  1985.  as  the  company 
continued  to  post  losses,  check  ledgers  show  that  the  company  had  frequent, 
sizable  overdrafts  on  its  account  at  Madison. 

Also  in  1985,  Madison  Marketing,  a  McDougal  family  business  that  derived  all 
of  its  revenue  from  the  savings  and  loan,  provided  the  funds  for  Whitewater  to 
make  a  S7,322  payment  on  a  loan  taken  out  by  Mr.  Clinton  from  another  bank, 
according  to  bank  records. 

The  Clinton  Presidential  campaign  said  last  year  that  the  McDougals  had 
contributed  a  disproportionate  share  of  Whitewater's  money,  $92,000  against 
S68.000  by  the  Clintons. 

In  interviews  last  year,  Mr.  McDougal  seemed  to  view  his  relationship  with 
Mr.  Clinton  as  unbalanced.  On  the  one  hand,  he  said.  "Bill  never  turned  me  down 
on  something  I  asked  for,  and  I  only  asked  for  it  occasionally." 

But  on  the  other  hand,  Mr.  McDougal  said,  he  helped  the  Clintons  in  numerous 
ways,  from  agreeing  to  hire  Mrs.  Clinton  to  do  additional  legal  work  at 
Madison,  to  paying  on  Mr.  Clinton's  behalf  part  of  the  loans  on  the  Ozark 
property. 

Favors  on  Both  Sides 

Mr.  McDougal  said  in  the  same  interviews  that  1985  was  a  year  of  favors  on 
both  sides.  In  early  1985.  he  said,  Mr.  Clinton  asked  him  to  raise  enough  money 
to  retire  about  $35,000  in  debts  left  from  his  1984  campaign. 

Betsey  Wright,  who  ran  the  1984  campaign,  confirmed  that  Mr.  Clinton  had  made 
the  request  and  said  it  led  Mr.  McDougal  to  be  the  host  for  a  small  fund-raising 
event  in  1985  at  the  savings  and  loan.  Mr.  Clinton  attended  that  event. 

As  for  the  source  of  the  donations,  Ms.  Wright  said:  "I'm  sure  we  would  have 
no  idea.  Any  hint  of  a  problem  and  we  would  not  have  accepted." 

At  least  SI 2,000  worth  of  cashier's  checks  issued  by  Madison  wound  up  in  the 
campaign's  coffers  in  April  1985,  Federal  officials  said.  Some  came  from  a 
business  loan  that  Madison  made  to  a  McDougal  associate  and  was  never  repaid. 
The  rest  was  from  Mr.  McDougal's  personal  and  corporate  accounts,  the  officials 
said. 

Days  before  Mr.  McDougal  held  his  fund-raising  event  for  Mr.  Clinton, 
Madison  learned  that  it  faced  a  serious  problem.  Federal  regulators  were 
concerned  by  the  savings  and  loan's  rapid  growth  and  the  failure  to  have  on 
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hand  enough  capital  to  meet  Federal  requirements. 

State  Approval  Needed 

Madison's  proposal  was  to  raise  money  to  meet  the  capital  requirement  by 
selling  a  form  of  stock  never  issued  before  in  Arkansas  by  a  savings  and  loan. 
Because  it  was  a  state-chartered  institution.  Madison  needed  the  approval  of 
Arkansas  regulators. 

The  savings  and  loan  did  not  rely  on  its  usual  outside  counsel  for  this 
issue,  turning  instead  to  the  Rose  law  firm  of  Little  Rock,  where  Mrs.  Clinton 
was  a  senior  partner.  In  written  answers  to  questions  last  year,  she  said  she 
met  with  Mr.  McDougal  once  in  April  1985  to  discuss  working  for  Madison.  She 
declined  to  elaborate. 

In  the  documents  forwarded  to  prosecutors,  investigators  for  the  Resolution 
Trust  Corporation  have  questioned  whether  the  campaign  contributions  were 
connected  to  Madison's  effort  to  get  state  regulators  to  approve  its  stock  plan. 
Federal  officials  say.  By  May,  Arkansas  regulators  had  concurred  that  the  stock 
plan  was  legal,  but  it  was  never  carried  out. 

James  M.  Lyons,  a  Denver  lawyer  who  reviewed  Mr.  Clinton's  dealings  with  Mr. 
McDougal  for  the  Clinton  Presidential  campaign  last  year,  said  today  that  there 
was  no  connection  between  the  contributions  and  the  effort  before  the  state 
regulators. 

Mr.  McDougal,  in  interviews,  denied  any  impropriety  in  connection  with  the 
campaign  contributions  or  the  attempt  to  win  approval  for  the  stock  plan. 

At  the  end  of  1985,  Mr.  McDougal  said  last  year,  Mr.  Clinton  did  do  him 
another  favor,  helping  set  up  a  state  revenue  office  in  a  Little  Rock  building 
owned  by  a  subsidiary  of  Madison. 

By  the  fall  of  1985,  Mr.  McDougal  faced  mounting  pressure,  some  of  which  came 
from  the  prospect  of  a  Federal  audit  scheduled  for  early  1986. 

David  Hale,  a  Democratic  municipal  judge  in  Little  Rock  who  operated  a 
federally  sponsored  lending  company,  said  he  was  approached  by  Mr.  McDougal  in 
late  1985  to  make  loans  that  would  help  the  "political  family"  of  Arkansas 
Democrats. 

Mr.  Hale's  company  was  part  of  a  Small  Business  Administration  program 
intended  to  provide  capital  for  businesses  owned  by  "socially  or  economically 
disadvantaged"  people.  Mr.  Hale  was  recently  indicted  on  charges  of  misleading 
the  Government  about  the  condition  of  his  lending  company.  He  has  since  resigned 
as  a  judge  and  is  contesting  the  charges. 

In  interviews  before  his  indictment,  Mr.  Hale  said  Madison  financed  a  land 
deal  in  February  1986  in  which  he  was  paid  hundreds  of  thousands  of  dollars  more 
than  the  property  was  worth.  Court  records  show  that  this  loan  was  never  repaid, 
resulting  in  a  loss  of  S672.000  to  taxpayers. 
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DEPARTMENT  OF  THE  TREASURY 


MEMORANDUM  FOR  JEAN  E 
GEN 


SUBJHCT: 


ROBERT  P.  CESCA   /  (y^U^j/   ^-2- 
DEPUTY  INSPECTOR  GENERAL 


Provision  of  Legal  Advice  and  Services  to  OIG 


As  you  know,  the  Inspector  General  has  been  requested  to  carry 
"out  kn  investigation  into  communications  between  Treasury    \ 
employees  and  White  House  staff  concerning  the  collapse  of  \ 
Madison  Guaranty  Savings  and  Loan,  and  related  natters.   It  is 
important  that  the  Office  of  Counsel  to  the  Inspector  General,   / 
headed  by  Francir.e  K.erner,  continue  to  provide  independent  legal' 
advice  and  services  during  the  course  of  the  investigation.  I        I 

Given  »he\nature  of  the  inquiry,  we  have  therefore  agreed /that, 
Ms.  KerRer\and  members  of  her  staff  will  report  solely  to  the, 
Inspector  General  on  any  matters  relating  to  the  investigation. 
Neither  mV.  Kerner  nor  her  staff  will  communicate  ajry  mf ornat^ion 
about  the  substance  of  this  inquiry  without  sgge-l'fic          v^ 
author  izat  loh.  from  the  Inspector  General.  


In  addition,  a  separate  ]ob  element,  concerning  the  provision  of 
legal  advice  and  services  in  connection  with  this  specific 
mvest-ri«gat  ion ,  will  oe  added  to  Ms.  Kerner's  peLcformance 
standards,  for  rating  periods  July  1,  1993  throuah~~JtiRfi  30,  1994, 
and  July  \  199;  t.nrougn  June  30,  1995.   The  dete>siina~t>Qn  on 
relative  ]oo\s icn l f icance  and  ]ob  element  per f ormancevf or  t^his 
]ob  element  wrii  be  at  the  sole  discretion  of  the  Inspector\ 
General.   Moi^eov'er,  we  have  agreed  that  the  overall  rating  of\ 

~~e  rating  periods  will  \ 


Nerner 


need    to    receive 


By    taHing    these 
r.  is  percept  loin    th 
by    people    whose 
have    any   questio 
to    call    me    dlirec 


Dennis    jl .     Foreman 
Francine    J.    Kerne 


pector   General.  <  v 

p   allay    any  ' 

es  are  being  affected  ! 
to  review.  Should  you1 
nent ,    please/teel    free 
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,    l  mud  Male* 

*  Office  of  Government  Ethics 

''    I2W  New  York  Avenue.  N\\\.  Suite  *(H) 
'     VC'a.thinilton.  DC   2«XH)S-391" 


August    4,     1995 


The  Honorable  Charles  T.  Canady 

Chairman 

Subcommittee  on  the  Constitution 

Committee  on  the  Judiciary 

U.S.  House  of  Representatives 

Washington,  DC   20515 

Dear  Mr.  Canady: 

I  received  your  letter  of  July  25,  1995  and  welcome  the 
opportunity  to  answer  the  questions  you  posed.  We  recognize  that 
because  of  statements  made  at  the  hearings  on  the  contacts  between 
officials  of  the  Department  of  the  Treasury  and  the  white  House 
our  role  was  not  well  understood  or  in  some  instances  was  totally 
misunderstood . 

If  I  may,  before  answering  your  questions,  I  would  like  to 
emphasize  a  few  points  about  our  role. 

The  Office  of  Government  Ethics  (OGE)  does  not  normally 
serve  as  the  primary  analyzer  of  facts  developed  by  a  fact  finder; 
we  believe  that  is  the  role  of  the  agency  that  employs  the 
individual  whose  conduct  is  in  question.  In  this  instance  I  agreed 
to  do  so  because  of  the  Treasury  ethics  official's  involvement  in 
the  matter.  Even  so,  OGE  did  not  present  Secretary  Bentsen  with  a 
finding;  he  received  an  analysis.  As  we  pointed  out  in  our  letter, 
he  was  required  to  make  the  finding. 

•  OGE  does  not  consider  the  analysis  it  provided  to  Secretary 
Bentsen  to  be  a  "report,"  as  that  term  is  typically  used.  However, 
our  analysis  was  based  upon  an  investigative  report  of  the 
Inspectors  General  (IG)  . l  We  have  noted  in  the  press  that  the  term 
"report"  has  been  used  interchangeably  for  our  analysis,  the  IGs ' 
investigative  report,  the  Secretary's  press  release  and  even 
Mr.  Cutler's  written  testimony.  Because  we  did  not  make  any 
findings  or  conclusions  but  only  advised  the  Secretary  on  what  he 
might  reasonably  find  or  conclude,  we  prefer  to  refer  to  our  letter 
to  him  as  an  analysis.  We  recognize  these  errors  in  terminology  in 
part  began  with  the  Department  of  the  Treasury's  addition  of  a 


'That  report  consisted  of  four  volumes  of  materials.  Included 
in  those  volumes  was  an  executive  summary  of  the  contacts, 
documentary  exhibits  and  over  1000  pages  of  transcripts  of  sworn 
statements  of  individuals  interviewed  by  the  OIGs. 
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cover  sheet  co  our  analysis  titling  it  a  report  and  then  releasing 
it  in  that  form  to  the  public. 

As  you  noted,  many  used  the  letter  from  OGE  as  vindication 
for  all  purposes  of  the  activities  of  the  individuals  involved. 
OGE  does  not  believe  that  the  Standards  of  Ethical  Conduct  issued 
by  this  Office  are  the  only  standards  by  which  to  judge  the 
acceptability  of  actions  of  an  individual  employee.  As  noted  in 
our  letter  to  Secretary  Bentsen,  "(t]here  may—toe  substantial 
management  and  program  reasons  for  reviewing  an  employee's 
performance  in  a  particular  role.  That  management  responsibility 
is  separate  and  apart  from  the  responsibility  that  an  agency  also 
has  to  measure  the  employee's  conduct  against  the  standards  of 
conduct."  Since  OGE  and  OGE  personnel  played  no  role  in 
supervising  the  individuals  involved,  our  limited  role  was  to 
analyze  the  conduct  of  the  individuals  against  the  Standards  of 
Ethical  Conduct  and  provide  that  analysis  to  the  Secretary. 

•  OGE  specifically  stated  in  its  letter  to  Secretary  Bentsen 
that  "our  analysis  is  not  intended  to  cover,  nor  should  it  in  any 
way  reflect  upon,  the  actions  of  individuals  «/ho  are  employed  by 
the  White  House."  Our  role  was  to  analyze  the  facts  in  the 
Inspectors  General  report  which  focused  on  the  activities  of  the 
employees  of  the  Department  of  the  Treasury  and,  in  part,  those 
employed  by  the  Resolution  Trust  Corporation  (RTC) .  The  Inspectors 
General  did  not  focus  upon,  and  had  no  authority  to  focus  upon,  the 
activities  of  White  House  officials. 

The  Inspectors  General  of  the  Treasury  and  the  RTC  did 
their  investigation  and  report  for  the  Secretary  of  the  Treasury, 
not  for  OGE.  We  worked  with  the  IGs  to  ensure  that  the  lines  of 
inquiry  relevant  to  our  analysis  were  included.  Speaking  with  each 
office  almost  daily  during  their  investigation,  we  felt  we  had  a 
very  good  working  relationship.  Secretary  Bentsen,  as  the  head  of 
the  Treasury  Department  and  as  a  Member  of  the  Oversight  Board,  had 
the  authority  to  request  the  investigation  from  both  IGs,  and  he 
did  so.  As  we  told  the  Secretary,  we  worked  with  the  OIGs;  they 
did  not  work  for  us.  We  found  the  staffs  of  both  offices 
cooperative,  hard-working  and  diligent  in  pursuing  the  information 
necessary  for  us  to  make  our  analysis. 

Our  responses  to  your  direct  questions  are  provided  below: 

Question: 

1.  Notwithstanding  the  need  for  independence  in  this 
investigation,  the  Department  of  the  Treasury  placed  Francine 
Kerner,  a  subordinate  of  Treasury  General  Counsel  Jean  Hanson, 
whose  conduct  was  the  subject  of  the  investigation,  in  a 
supervisory  position  over  the  Treasury  investigation. 
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a)  At  what  point  in  the  process  did  OGE  discover 
that  the  Department  of  the  Treasury's 
investigation,  upon  which  OGE  would  rely  in 
formulating  its  report,  was  being  supervised 
by  an  individual  who  was  a  subordinate  of  one 
of  the  Department's  employees  whose  conduct 
was  under  investigation? 

Answer :  — *" 

While  my  staff  cannot  remember  the  actual  date,  Jane  Ley,  the 
Deputy  General  Counsel  of  OGE,  believes  that  no  later  than  June  of 
1994,  she  was  told  by  the  IG ' s  office  of  RTC  that  Ms.  Kerner  was  an 
employee  of  the  General  Counsel's  office  at  Treasury  and  not  an 
employee  of  the  IG.  Ms.  Kerner  had  been  in  the  initial  meeting  OGE 
conducted  with  the  Treasury  IG's  office  in  March  so  we  were  aware 
at  that  time  she  provided  legal  services  to  the  Office  of  Inspector 
General  (OIG) .  This  general  arrangement  was  not  unusual. 
Initially  most  IGs  did  not  hire  their  own  counsel,  choosing  instead 
to  use  the  services  of  attorneys  in  the  agencies'  General  Counsels' 
offices.  More  recently,  however,  IGs  have  begun  hiring  their  own.! 

Question: 

b)  Was  OGE  made  aware  of  this  fact  prior  to 
issuing  its  report? 

Answer : 

Yes,  as  mentioned  above,  the  staff  became  aware  of  it  from 
information  from  the  RTC  OIG  very  early  in  the  process.  Further, 
based  upon  that  information,  Ms.  Ley  contacted  Ms.  Kerner  and 
discussed  that  relationship  specifically  in  the  context  of  this  IG 
investigation.  Very  shortly  after  that  conversation,  Ms.  Kerner 
faxed  to  Ms.  Ley  a  copy  of  a  Memorandum  from  the  Deputy  Inspector 
General,  Robert  Cesca,  (who  was  also  Acting  Inspector  General)  to 
the  General  Counsel  about  Ms.  Kerner ' s  services.  We  felt  that 
clearly  establishing  who  Ms.  Kerner ' s  client  was  for  professional 


2From  a  recent  Comptroller  General's  report  we  note  that  in 
1994,  of  the  27  statutory  Inspectors  General,  five  used  the 
services  of  their  agencies'  General  Counsels'  offices.  Those  five 
were  HHS,  EPA,  DOD,  Treasury,  and  FEMA.  GAO/OGC-95-15 ,  INSPECTORS 
GENERAL  Independence  of  Legal  Services  Provided  to  IGs,  B-258857, 
App.  Ill  (March,  199S)  . 


188 

The  Honorable  Charles  T.  Canadv 
Page  4 

responsibility  purposes  as  well  as  from  whom  she  would  receive 
assignments  and  supervision  in  this  matter  was  an  important 
element.  A  copy  of  that  memorandum  is  enclosed  for  your 
reference . 

Question: 

c)  Did  OGE  make  any  inquiry  as  to  who  was 
conducting  the  investigation  and-—*  the 
relationship  that  individual  had  to  any  of  the 
parties  under  investigation? 

Answer: 

Without  inquiry,  OGE  was  aware  that  Mr.  Cesca  was  a  career 
Deputy  Inspector  General  who  was  the  Acting  Inspector  General  in 
the  absence  of  a  confirmed  appointee.  In  addition,  as  noted  above, 
we  were  informed  of  Ms.  Kerner's  status.  We  made  no  inquiries  of 
Mr.  Cesca  at  Treasury  or  of  Mr.  Adair,  the  Inspector  General  of 
RTC,  about  other  individuals  within  their  respective  offices 
assigned  to  participate  in  this  investigation.  My  staff  believes 
that  they  may  have  met  or  spoken  on  the  telephone  to  almost  all  of 
the  senior  OIG  staff  of  each  office  who  participated  in  the 
investigation.  We  believed  and  continue  to  believe  that 
responsibility  for  making  those  assignments  and  for  determining 
whether  any  of  those  individuals  might  have  a  conflict  was  the 
responsibility  of  each  Inspector  General  in  managing  his  office. 


Question: 


Did  OGE,  at  any  time  prior  or  subsequent  to 
the  issuance  of  its  report,  object  to  the  role 
as  creating  an  apparent  "conflict  of  interest" 
which  would  undermine  the  credibility  and 
quality  of  the  investigation? 


Answer : 


We  did  not  object  to  Ms.  Kerner's  role.  However,  as  noted 
previously,  for  the  integrity  of  the  investigation  and  for  Ms. 
Kerner's  sake  we  did  encourage  that  her  role  and  supervision  in 
this  matter  be  clarified. 

Question: 

e)  What  safeguards,  policies  or  guidelines,  if 
any,  does  OGE  have  in  place,  to  insure  that 
the  underlying  investigation  upon  which  its 
views  on  "ethics  or  conflicts"  issues  will  be 
based  is  conducted  by  individuals  who  are  not 
in  a  position  to  be  compromised  by  their 
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relationship  to  the  parties  whose  conduct  is 
the  subject  of  the  investigation? 

Answer : 

As  we  noted  in  our  letter  to  Secretary  Bencsen  our  role  in 
this  matter  was  unusual.  Normally  we  do  not  provide  the  primary 
analysis  of  an  investigative  report.  Therefore,  OGE  does  not  have 
any  safeguards,  policies  or  guidelines  abdit  underlying 
investigations  of  employee  misconduct.  The  executive  branch  has 
established  professional  investigative  offices  in  the  form  of  the 
Inspector  General  system  and  the  Federal  Bureau  of  Investigation 
(FBI) .  We  rely  upon  the  policies  and  safeguards  established  within 
those  systems. 

Question.- 

f)  What  inquiries,  if  any,  does  OGE  make  to 
determine  that  the  underlying  investigation, 
upon  which  its-  views  on  "ethics  or  conflicts" 
issues  will  be  based  is  conducted  by 
individuals  who  are  not  in  a  position  to  be 
compromised  by  their  relationship  to  the 
parties  whose  conduct  is  the  subject  of  the 
investigation? 

Answer : 

This  question  is  difficult  to  answer  because  it  presumes  that 
we  often  engage  in  analyses  of  the  type  at  issue  here.  Since  we  do 
not,  we  have  no  standard  practice  of  making  any  such  inquiries. 
The  staff  of  an  Inspector  General's  office  and  the  FBI  are  governed 
by  the  same  standards  of  conduct  as  all  executive  branch  employees 
and  they  must  adhere  to  those  principles  in  their  investigations. 
Beyond  that,  unless  we  have  some  reasonable  basis  to  believe  that 
an  investigation  by  an  agency  of  potential  misconduct  by  one  of  its 
employees  was  compromised,  we  presume  that  the  investigation  was 
done  in  good  faith  by  individuals  who  are  acting  professionally. 

On  the  other  hand,  if  on  the  basis  of  reliable  information  we 
believe  that  an  investigation  of  employee  misconduct  by  an  agency 
has  not  been  conducted  properly,  that  is  one  of  the  bases  for  us  to 
direct  that  an  agency  undertake  a  further  investigation.  See 
5  C.F.R.  §  2638.503 (d) (3) . 


Question: 


g)  Did  OGE  make  any  such  inquiries  in  this  case 
to  determine  whether  the  underlying 
investigation,  upon  which  its  views  on  "ethics 
or   conflicts"   issues   was   conducted   by 
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individuals  who  were  not  in  a  position  to  be 

compromised  by  their   relationship   to  the 

parties  whose  conduct  was  the  subject  of  the 
investigation? 

Answer: 

Other  than  the  discussions  between  Ms.  Ley  and  Ms.  Kerner 
noted  above,  we  did  not.  Further,  because  the  RTC  and  Treasury 
IGs '  offices  provided  us  transcripts  of  interviews  as  they  became 
available,  we  were  able  from  quite  near  the  beginning  of  the 
investigation  to  read  for  ourselves  the  manner  in  which  those 
conducting  the  interviews  were  pursuing  the  information  we  thought 
was  important  for  our  analysis.  We  saw  nothing  that  would  lead  us 
to  believe  the  investigation  was  compromised. 


Question: 


If  OGE  did  not  learn  prior  to  the  issuance  of 
its  report  that  the  Treasury  Investigation  was 
being  supervised  by  an  individual  who  was  a 
subordinate  of  one  of  the  Department's 
employees  whose  conduct  was  under 
investigation,  what  actions  wouid  have  been 
taken  to  remedy  the  situation  if  it  had  known 
of  the  investigation? 


Answer: 


We  did  know  and  we  did  encourage  that  within  Treasury  everyone 
be  clear  on  their  respective  roles.  For  purposes  of  the 
investigation  being  conducted  by  the  Treasury  and  RTC  OIGs  we 
viewed  Ms.  Kerner  as  an  employee  of  the  Treasury  IG  subject  to  his 
supervision.3 


]We  found  it  interesting  to  note  that  the  Results  in  Brief 
section  of  the  recent  Comptroller  General's  report  included  the 
following  statement: 

Finally,  we  found  that  the  number  and  grade  levels  of  the 
attorneys  providing  legal  services  and  the  nature  and 
scope  of  services  provided  vary  from  office  to  office  and 
are  not  necessarily  related  to  the  organizational 
location  of  the  attorneys.  We  also  found  that  IGs' 
attorneys,  whether  located  in  OGCs  or  OIGs,  obtain 
services  from  other  agency  attorneys.  Accordingly,  our 
comparison  of  these  characteristics  for  OGC  attorneys 
currently  providing  legal  services  to  IGs  with  OIG 
attorneys  providing  such  services  does  not  indicate  that 

(continued.  . .  ) 
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Question: 


2.  In  your  letter  to  Secretary  Bentsen  dated  March  15,  1994, 
you  stated  that,  "[w]e  believe  that  we  can  effectively  work  with 
the  IG  so  that  any  information  we  believe  relevant  to  issues  of  the 
application  of  the  standards  of  conduct  to  employees  of  the 
Department  can  be  developed  and  included  in  a  report  from  the  IG . " 
Subsequently,  the  Treasury  Department  gave  fourteen  documents  to 
OGE  pursuant  to  its  "investigation." 

a)  Prior  to  the  issuance  of  the  Report,  did  OGE 
express  concern  to  Treasury  Department 
officials  as  to  whether  there  was  sufficient 
documentation  on  which  to  provide  guidance  and 
interpretation? 

Answer = 

No.  We  met  with  the  staffs  of  each  of  the  Offices  of 
Inspector  General  and  provided  them  with  a  list  of  provisions  of 
the  standards  of  conduct  that  might  potentially  be  involved;  we 
later  met  and  tried  to  focus  on  general  areas  of  inquiry  that  would 
provide  the  information  necessary  in  order  to  analyze  the  conduct 
in  light  of  those  provisions.  Just  as  other  officials  rely  upon 
professional  investigative  arms  of  Government  to  develop  accurate 
reports  of  the  facts,  we  relied  upon  the  professionalism  and  the 
judgment  of  the  individuals  in  the  Inspector  General's  office.  The 
fact  that  the  investigators  determined  that  so  few  documents  shed 
light  on  the  issues  relevant  to  an  analysis  under  the  standards  of 
conduct  or  the  criminal  conflict  of  interest  statutes  was  not  a 
basis  for  us  to  believe  the  investigation  was  not  thorough. 
Further,  we  have  seen  nothing  since  that  time  in  documents  released 
by  the  Congress  or  by  others  that  leads  us  to  believe  that  relevant 
documents  were  not  provided  to  us. 

We  believe  it  is  important  to  point  out  that  we  also  had 
available  to  us  and  did  read  over  1000  pages  of  transcripts  of  all 
sworn  statements  made  in  interviews  conducted  by  the  IGs  in  this 
investigation.  Those  transcripts  comprised  three  of  the  four 
volumes  of  the  IGs'  final  report  made  public  by  the  Department  of 
the  Treasury. 


5 ( . . .continued) 

attorneys  located  in  OGCs  are  less  able  to  provide 
independent  legal  services  than  those  located  in  OIGs . 
GAO/OGC-95-15  at  p.  2. 
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Question : 

b)  Did  OGE  in  face  work  with  the  Treasury 
Inspector  General  to  insure  that  all  relevant 
information  was  developed  and  included  in  the 
IG ' s  report?  Did  OGE  make  any  specific 
requests  for  additional  documents,  facts  or 
other  information  to  insure  that  all 
information  "relevant  to  issues  of-""  the 
application  of  the  standards  of  conduct  to 
employees  of  the  Department"  was  developed  and 
included  in  the  IG's  report? 

Answer : 

At  the  start  we  helped  develop  areas  of  inquiry  that  we  felt 
would  be  necessary  in  order  to  provide  us  with  sufficient 
information  to  make  an  analysis  of  the  application  of  the  standards 
of  conduct  to  the  Treasury  employees'  contacts  with  the  White 
House.  As  the  interviews  proceeded,  we  had  numerous  telephone 
conversations  with  OIG  staff,  some  of  which  undoubtedly  helped 
frame  questions  in  interviews  of  those  next  on  the  list  to  be 
interviewed.  In  at  least  two  instances  where  we  read  the  initial 
interview  with  an  individual  and  knew  that  a  second  interview  was 
planned,  we  specifically  asked  that  certain  follow-up  inquiries  be 
made.  We  could  read  in  the  transcript  of  the  second  interviews 
that  those  inquiries  were  made. 

With  regard  to  documents,  we  had  a  copy  of  a  (pre-Altman) 
written  delegation  of  authority  from  the  head  of  the  RTC  to 
subordinates  regarding  the  handling  of  certain  types  of  cases.  We 
asked  that,  if  that  delegation  was  still  valid,  a  copy  of  it  be 
attached  to  the  IG  report  as  an  exhibit.  A  copy  of  that  delegation 
was  not  attached  to  the  final  report  of  the  IGs  and  we  therefore 
deleted  a  direct  discussion  of  it  from  our  final  analysis.  We  are 
unsure  whether  it  was  not  attached  because  there  was  not  enough 
time  to  determine  if  it  was  still  a  valid  delegation  or  because  it 
was  in  fact  no  longer  valid. 

Question: 

c)  Did  OGE  have  sufficient  time  to  obtain  all 
relevant  information  to  issue  a  thorough  and 
comprehensive  report? 


We  would  be  less  than  candid  in  saying  that  we  thought  the 
time  we  had  to  produce  our  analysis  was  generous.  On  the  other 
hand,  given  the  issues  under  the  standards  of  conduct  and  given  the 
fact  that  any  discrepancies  in  the  testimony  of  individuals  was 
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either  noc  relevant  to  our  issues  or  was  simply  one  person's  word 
against  another's  about  a  conversation,  we  do  not  believe  that 
more  time  would  have  changed  the  outcome  of  our  analysis.  Again, 
we  must  stress  that  we  were  relying  upon  the  investigation  of  the 
Inspectors  General  as  the  system  established  by  Congress  for 
reviewing,  in  part,  the  conduct  of  executive  branch  officials. 

Qyestion:  ^_ 

d)  Did  the  paucity  of  documents  initially 
provided  to  OGE  pursuant  to  the  Treasury 
investigation  create  any  concern  for  those 
preparing  the  OGE  report  that  the 
investigation  might  not  be  complete  or 
thorough?  Were  such  concerns  expressed  to 
Treasury  Investigators?  If  so,  how  were  these 
concerns  communicated  to  Treasury 
Investigators? 

Answer: 

While  we  understood  that  there  were  a  substantial  number  of 
documents  given  to  the  Independent  Counsel,  we  were  not  surprised 
that,  for  the  most  part,  the  type  of  information  that  would  be 
relevant  to  an  analysis  under  the  standards  of  conduct  was  not  in 
writing.  For  instance  with  regard  to  the  misuse  of  confidential 
information,  the  issue  was  whether  the  individuals  disclosed  or 
used  the  information  to  further  a  private  interest.  It  would  have 
been  unusual  for  there  to  have  been  much  written  documentation 
about  the  use  of  that  information  for  a  private  purpose  in 
Government  documents  even  if  it  had  occurred.  During  the  period 
that  the  Treasury  OIG  was  reviewing  the  documents,  Ms.  Kerner,  on 
occasion,  contacted  my  staff,  described  certain  documents,  and 
asked  if  my  staff  thought  they  were  relevant  for  our  analysis.  If 
we  did,  that  document  was  included.  We  trusted  that  the  IG  review 
was  thorough  and  we  have  had  no  indication  that  the  review  of  the 
documents  was  conducted  in  an  unprofessional  manner. 

Question: 

e)  If  it  is  not  the  role  of  OGE  to  question  the 
investigations  of  others,  how  can  the 
appearance  (or  reality)  of  Departments  or 
Agencies  "sanitizing"  their  investigations  be 
overcome? 

Answer: 

Congress  established  an  Inspector  General  system  so  that 
agencies  would  have  an  independent  source  of  investigation  of 
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matters  involving  the  agencies'  personnel  and  programs.  We  do  not 
believe  that  system  has  any  fundamental  flaws  and  therefore  we 
believe  it  is  appropriate  for  an  agency  head  to  rely  upon  it  for 
investigations  of  possible  conflicts  of  interest  or  standards  of 
conduct  violations.  OGE  presumes  that  an  investigation  carried  out 
by  an  Office  of  an  Inspector  General  or  by  the  FBI  will  be  carried 
out  in  a  professional  manner.  If  we  have  reason  to  believe  that  an 
investigation  into  the  misconduct  of  an  employee  is  not  being 
conducted  professionally  or  correctly,  we  turn  to—the  head  of  the 
agency  to  whom  that  report  will  be  issued  to  correct  that 
situation.  As  a  member  of  the  President's  Council  on  Integrity  and 
Efficiency,  I  could  also  raise  the  issue  of  IG  misconduct  with  the 
Council. 

The  purpose  of  creating  a  professional  investigative  arm  such 
as  the  Inspectors  General  system  or  the  FBI  is  to  provide 
decisionmakers  with  reports  on  which  they  can  rely  in  making 
decisions.  Those  reports  are  of  necessity  a  distillation  of  the 
materials  and  information  reviewed  by  the  investigators.  If 
decisionmakers  had  to  review  all  primary  sources  to  first  determine 
the  quality  of  the  investigative  report  before  acting  upon  the 
report,  the  burden  upon  them  would  be  significantly  increased  and 
investigators  would  function  as  little  more  than  gatherers  of 
source  materials. 

Question: 

3.  When  Secretary  Bentsen  issued  a  press  release  stating  that 
he  had  "instructed  the  matter  be  referred  to  the  Office  of 
Government  Ethics  for  a  thorough  review, "  was  OGE  concerned  by  the 
implication  that  OGE  would  be  conducting  the  investigation, 
especially  in  contrast  to  Secretary  Bentsen' s  letter  to  Director 
Potts  that  simply  requested  an  opinion  regarding  "any  ethics  or 
conflicts  issues  that  may  be  raised"?  If  there  was  some  concern 
raised,  what  steps  were  taken  to  address  this  implication? 

Answer: 

Yes,  we  were  quite  concerned  because  the  press  accounts 
immediately  referred  to  OGE's  role  as  an  investigation.  Our  first 
information  that  the  Secretary  intended  to  request  anything  of  this 
Office  came  in  a  telephone  call  from  a  Treasury  ethics  official  to 
OGE's  Deputy  Director  just  prior  to  media  broadcast  of  the 
Secretary's  announcement.  Shortly  thereafter  on  that  same  evening, 
a  member  of  my  staff  had  a  very  blunt  telephone  conversation  with 
the  Treasury  ethics  staff  about  that  announcement.  I  then  sent  the 
letter  from  which  you  quoted  to  the  Secretary  about  what  role  we 
could  play.  We  also  tried  to  stress  our  advisory  role  with  every 
news  reporter  who  called  our  Office.  And  finally,  in  our  analysis 
letter  to  the  Secretary  we  tried  to  very  clearly  set  out  our  role 
again  so  that  anyone  who  actually  read  the  analysis  would 
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understand  it.  As  any  person  in  the  public  eye  knows,  however. 
there  is  often  considerable  disparity  between  what  actually  occurs 
and  how  the  media  characterize  it. 

Throughout  the  process  of  developing  our  analysis,  in  any 
telephone  calls  my  staff  received  from  individuals  at  the 
Department,  we  continually  stressed  our  role  as  analyzer  and  not 
fact  finder.  We  also  tried  to  make  it  clear  to  the  Department  and 
to  various  attorneys  representing  individual  employees  that  we  were 
not  triggering  the  formal  procedures  of  Part  2638  of  title  5,  CFR. 
We  again  emphasized  these  points  in  our  analysis. 

Question: 

4.  Was  OGE  given  a  "deadline"  or  otherwise  informed  that  its 
report  was  expected  by  a  certain  date?  Did  the  Department  of  the 
Treasury  communicate  to  OGE  that  its  report  was  needed  to  prepare 
for  the  Senate  Whitewater  hearing?  How  much  time  elapsed  between 
the  delivery  of  the  results  of  the  Treasury  investigation  and  the 
issuance  of  the  OGE  Report? 


OGE  was  certainly  aware  that  the  Secretary  wished  to  have  our 
analysis  before  he  testified;  this  desire  was  clear  from  the  status 
inquiries  we  received  from  the  Department.  We  also  knew  from  the 
investigators  that  the  date  the  Secretary  expected  to  testify  was 
driving  the  timetable  for  the  Treasury  Inspector  General  and  thus 
the  RTC  Inspector  General.  In  view  of  the  public  interest  and  the 
individual  reputations  at  stake,  we  endeavored  to  meet  that 
deadline,  provided  we  could  do  so  without  compromising  the 
integrity  of  our  analysis.  We  felt  that,  regardless  of  the  results 
of  our  analysis,  the  analysis  would  contribute  to  a  more  informed 
understanding  of  the  relevant  issues . 

With  regard  to  the  time  between  the  delivery  of  the  Inspectors 
General  report  and  our  letter  to  Secretary  Bentsen,  we  received 
their  final  report  on  July  29  and  we  delivered  our  final  analysis 
to  the  Secretary  on  the  30th.  We  had.  however,  been  given  the 
transcripts  of  the  interviews  as  they  were  completed  and  had  seen 
the  relevant  documentary  attachments  prior  to  that  time.  From 
those  materials,  my  Office  put  together  a  chronology  and  began  the 
analysis.  We  also  received  drafts  of  the  IGs '  chronology  as  it  was 
developed  and  we  were  able  to  cross-check  those  drafts  against  our 
own  reading  of  the  materials.  For  instance,  when  we  thought  the  IG 
chronology  might  not  have  a  correct  date,  we  passed  that 
information  back  to  them  with  a  reference  to  the  source  materials 
that  made  us  think  so.  And.  when  the  IGs'  drafts  made  us  believe 
we  had  an  incorrect  date,  we  went  back  and  re-reviewed  our 
materials.  As  the  information  on  various  individual  contacts  was 
complete,  we  also  began  drafting  our  analysis.   Had  we  not  done  so. 
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we  could  noc  have  produced  the  final  analysis  within  chat  one  day. 
When  we  received  the  IGs '  final  report,  we  were  nearing  completion 
of  our  final  draft  of  the  analysis.  We  checked  our  dates  of 
contacts,  edited  out  references  to  the  RTC  delegation  of  authority 
that  did  not  appear  as  an  attachment  to  the  final  report,  and  did 
one  final  in-depth  review  of  our  written  analysis  to  ensure  that  it 
was  as  clear  as  it  could  be.  The  analysis  was  then  delivered  to 
the  Secretary. 

I  hope  this  information  is  of  assistance  to  you.  Please  feel 
free  to  contact  me  or  my  staff  if  you  have  any  additional 
Questions. 

Sincerely, 


Stephen  D.  Potts 
Director 

Enclosures 

JLey/JL(god) 

SP  Whitewater/Madison 

Redd  Tile 
Jan  Papinchak 
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MEMORANDUM    FOR    JEAN    E.    HANSON 
GENERAL   COUNSEL 


JUN  27  1994 

General 


VSggS' 


FROM:  ROBERT    P.    CESCA 

DEPUTY    INSPECTOR 

SUBJECT:  Provision   of   Legal   Advice   and   Services    to  OIC 

As   you   know,    the    Inspector  General   has   been   requested   to  carry 
out   an    investigation    into  communications   between  Treasury 
employees   and  White  House   staff   concerning   the  collapse   of 
Madison  Guaranty   Savings   and   Loan,    and   related  matters.       It    is 
important   that   the  office  of  Counsel   to   the    Inspector  General, 
headed   by   Francine  Kerner,    continue   to  provide   independent    legal 
advice  and   services  during   the   course  of   the    investigation. 

Given   the   nature  of  the    inquiry,    we  have   therefore  agreed   that 
Ms.    Kerner  and  members  of   her  staff  will    report   solely  to   the 
Inspector  General  on  any   matters  relating   to   the    investigation. 
Neither  Ms.    Kerner  nor  her  staff   -ill  communicate  any    information 
about   the   substance  of    this    inquiry  without    specific 
authorization    from  the    Inspector  General. 

In   addition,    a   separate    job  clement,    concerning   the  provision   of 
legal    advice   and   services    in  connection   with   this   specific 
investigation,    will   be   added  to  Ms.    Kerner's   performance 
standards    for   rating  periods  July   1,    1993    through  June   30,    1994, 
and  July    1,    1994    through  June    30,    1995.       The   determination  on 
relative    job  significance   and    job  element   performance    for    this 
job  element  will   be  at   the   sole  discretion  of  the   Inspector 
General.      Moreover,    we  have  agreed  that   the   overall   rating   of 
Ms.    Kerner's    performance    in   each   of    these    rating    periods   will 
need   to   receive   the  concurrence   of    the    Inspector   General. 

By   taking   these   steps,    the   agency  will   help   allay   any 
misperception   that    legal   advice   and   services   are    being   affected 
by  people  whose  activities  may   be   subject    to   review.      Should   you 
have   any   questions  concerning   this   arrangement,    please    feel    free 
to  call   me  directly. 

cc:       Dennis    I.    Foreman 
Francine   J.    Kerner 
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Complrnllrr  liraeral 
of  the  I  nurd  Stairs 

B-25SS37 

March  1.  1995 

To  the  President  of  the  Senate  and  the 
Speaker  of  the  House  of  Representatives 

This  report  presents  the  results  of  our  review  of  the  independence  of  lei»al 
services  provided  to  Inspectors  General  (ics)  appointed  by  the  President 
under  the  Inspector  General  Act  of  1978.  as  amended.  The  1G  Act  requires 
igs  to  audit  and  investigate  their  agencies'  programs  and  operations  and 
authorizes  them  to  select,  appoint,  and  employ  such  officers  and 
employees,  including  attorneys,  as  are  necessary  to  carry  out  these  duties. 
Most  presidential! y  appointed  ics  initially  obtained  legal  services  10 
support  their  work  from  their  agencies'  Offices  of  General  Counsel  (oocs). 
and  five  igs  continue  to  do  so. 

These  arrangements  have  raised  questions  about  whether  attorneys 
located  in  an  agency's  OGC  can  provide  the  independent  legal  services 
necessary  for  an  official  who  is  statutorily  required  to  independently 
review  that  agency's  programs  and  operations.  As  a  result,  the  Congress 
required  us  to  review  the  independence  of  legal  services  provided  to 
presidential^  appointed  igs  in  section  6007  of  Public  Law  103-355,  the 
Federal  Acquisition  Streamlining  Act  of  1994.  Specifically,  our  review 
compared  the  independence  of  legal  services  provided  to  ics  by  attorneys 
located  in  agencies'  ogcs  with  those  provided  by  attorneys  located  in 
Offices  of  Inspector  General  (oigs). 


?PSIllt<;  in  Rripf  The  ig  Act  of  1978,  as  amended,  established  oigs  in  departments  and 

\.eSUlU>  Ul  Duel  agencies  to  consolidate  the  audit  and  investigative  functions  of  those 

departments  and  agencies  in  an  independent  office  under  the  leadership  of 
a  senior  official,  the  ig.  The  ig  Act  contains  a  number  of  provisions 
designed  to  ensure  that  tcs  carry  out  their  responsibilities  independently. 
For  example,  under  the  act,  igs  are  not  to  report  to  those  directly 
responsible  for  carrying  out  the  programs  and  activities  subject  to  audit 
and  investigation,  but  rather  to  the  agency  head  or,  in  the  case  of 
presidential^  appointed  igs,  the  official  next  in  rank.  In  addition,  with  few 
exceptions,  neither  the  agency  heads  nor  subordinates  are  to  prevent  or 
prohibit  igs  from  initiating,  carrying  out,  or  completing  any  audit  or 
investigation.  Thus,  ics  are  to  be  insulated  from  the  interference  of  senior 
officials,  such  as  General  Counsels. 
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Some  igs  and  attorneys  in  the  i<;  oomniurury  believe  (hat  IGS  whose 
attorneys  are  organizationally  located  in  docs  face  the  potential  of 
receiving  legal  advice  based  on  the  positions  of  General  Counsels  or  senior 
occ  officials  and  compromising  their  ownlfidependence  on  audits  and 
investigations  with  significant  legal  content  or  implicanons.  Twenty-two  of 
the  27  ics  we  surveyed  have  eliminated  the  issue  of  the  independence  of 
the  legal  advice  they  receive  and,  by  extension,  their  own  independence  by 
placing  attorneys  in  their  own  offices.  In  addition,  the  igs  have  done  so 
with  increasing  frequency  over  the  last  5  years.  Some  igs  changed  the 
location  of  their  attorneys  because  they  were  not  able  to  resolve  to  their 
satisfaction  specific  problems  with  their  arrangements  with  occs.  Others 
did  so  because  of  a  policy  or  personal  preference  for  having  their  primary 
source  of  legal  services  located  in  the  oig  rather  than  in  their  agencies' 
occ. 

Five  of  the  27  igs  in  our  survey  obtain  legal  services  from  attorneys  located 
in  their  agencies'  occ.  Three  of  the  five — those  at  the  Environmental 
Protection  Agency  (epa)  and  the  Departments  of  Defense  (dod)  and  Health 
and  Human  Services  (hhs) — have  implemented  memoranda  of 
understanding  (mous)  with  their  agencies'  General  Counsels  and  are 
satisfied  with  their  current  arrangements.  To  alleviate  the  potential  that 
iheir  attorneys'  organizational  location  will  adversely  affect  the 
independence  of  the  advice  the  igs  receive  and  erode  their  independence, 
the  mous  recognize  the  igs'  independence  and  their  attorneys' 
responsibilities  and  include  requirements  such  as  igs'  concurring  in  the 
selection  and  appraisal  of  their  principal  legal  advisors.  The  igs  at  the 
Federal  Emergency  Management  Agency  (fema)  and  the  Department  of  the 
Treasury  do  not  receive  legal  services  from  ogc  attorneys  under  the 
conditions  that  exist  at  the  other  three  agencies.  The  fema  ig  is  concerned 
about  some  aspects  of  the  arrangement  under  which  legal  services  are 
provided  and  plans  to  review  the  matter.  The  Treasury  ig  is  not  satisfied 
with  her  current  arrangement  and  is  discussing  the  matter  with  Treasury 
officials. 

Finally,  we  found  that  the  number  and  grade  levels  of  the  attorneys 
providing  legal  services  and  the  nature  and  scope  of  services  provided 
vary  from  office  to  office  and  are  not  necessarily  related  to  the 
organizational  location  of  the  attorneys  We  also  found  that  igs'  attorneys, 
whether  located  in  oocs  or  oigs,  obtain  services  from  other  agency 
attorneys  Accordingly,  our  comparison  of  these  characteristics  for  occ 
attorneys  currently  providing  legal  services  to  igs  with  oig  attorneys 
providing  such  services  does  not  indicate  that  attorneys  located  in  occs 
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are  less  able  to  provide  independent  legal  services  than  those  located 
oics. 


Background 


Under  the  ic  Act,  oics  are  to  provide  agency_heads  and  the  Congress  with 
independent  assessments  of  the  management  and  operation  of  agencies 
and  their  programs.1  Specifically,  the  igs'  mission  is  to  audit  and 
investigate  agency  programs  and  operations  with  an  eye  toward 
(1)  promoting  economy,  efficiency,  and  effectiveness  and  (2)  detecting 
fraud,  waste,  and  abuse. 


The  IG  Act  provides  ics  with  broad  authority  to  hire  employees  with  the 
knowledge  and  skills  needed  to  make  the  requisite  assessments.  The  act 
also  grants  igs  significant  discretion  regarding  matters  of  oig  structure  and 
composition.  The  igs  initially  obtained  necessary  audit  and  investigative 
expertise  from  the  internal  auditors  and  investigators  transferred  to  the 
newiy  established  oigs  and  legal  services  from  their  agencies'  ogcs.  Over 
the  years,  presidentially  appointed  igs  have  increasingly  placed  their 
primary  source  of  legal  services  in  their  own  offices,  and  only  five  still 
have  principal  legal  advisors  organizationally  located  in  their  agencies' 
ogcs. 

During  consideration  of  the  bill  that  became  the  Federal  Acquisition 
Streamlining  Act  of  1994,  the  Senate  considered  amending  the  ig  Act  to 
require  presidennaily  appointed  igs  to  place  their  attorneys  in  their  own 
offices.  Proponents  raised  concerns  about  the  independence  of  legal 
advice  provided  to  igs  by  ogc  attorneys  and  argued  that  reliance  on  such 
attorneys  compromises  igs'  independence.  Others  argued  that  igs  are  best 
able  to  determine  how  to  obtain  legal  services  and,  thus,  opposed 
requiring  igs  to  place  attorneys  in  their  offices.  A  compromise  measure, 
which  ultimately  became  section  6007  of  the  Federal  Acquisition 
Streamlining  Act  of  1994,  requires  us  to  review  the  independence  of  legal 
services  provided  to  igs  appointed  by  the  President  under  the  ig  Act 


Objectives,  Scope, 
and  Methodology 


Consistent  with  section  6007  of  the  Federal  Acquisition  Streamlining  Act 
of  1994,  the  objectives  of  our  work  were  to  ( 1)  review  the  independence  of 
legal  services  being  provided  by  OGC  attorneys  to  igs  appointed  by  the 
President  under  the  ig  Act  and  (2)  compare  the  independence  of  these 
legal  services  to  those  provided  in  agencies  where  the  ig's  principal  source 

The  Congress  had  established  an  OIG  at  the  Department  of  Health.  Education,  and  Welfare  in  1976 
rollo*  ing  disclosures  of  inadequacies  in  its  internal  audit  and  investigauve  procedures.  The  Congress 
also  established  an  OIG  in  the  Department  of  Energy  when  it  was  created  in  1977 
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of  legal  advice  is  located  in  ihe  ■  «o.  Appendix  I  identifies  the  27 1  >i>.s 
included  in  our  review  J 

We  interviewed  the  five  igs  whose  principal  legal  advisors  are  located  in 
their  agencies'  occs — those  at  dod,  epa,  fema.  hhs,  and  Treasury — and 
seven  of  the  igs  whose  principal  legal  advisors  are  located  in  oigs — (host- 
at  the  United  States  Information  Agency  (L'Sia)  and  the  Departments  of 
Education,  Housing  and  Urban  Development  (hud),  Interior,  Labor, 
Transportation,  and  Veterans  Affairs.3  Our  interviews  focused  on  the  role 
of  the  igs'  attorneys  and  their  working  relationships  with  the  agencies' 
occs,  the  extent  of  the  igs'  control  over  the  activities  of  their  attorneys, 
and  the  framework  in  which  legal  services  are  provided. 

In  addition,  to  determine  whether  there  are  differences  between  the  ogc 
and  oig  attorneys  currently  providing  legal  services  to  igs  that  might 
suggest  that  those  located  in  occs  are  less  able  than  those  located  in  oigs 
to  provide  independent  legal  services,  we  used  a  questionnaire  to  gather 
information  from  all  27  igs  on  how  igs  obtain  legal  services  as  well  as  on 
the  composition,  supervision,  and  budgetary  independence  of  the  legal 
staffs  providing  services  to  igs;  interviewed  selected  oig  staff  and  igs' 
principal  legal  advisors;  and  compared  the  mechanisms  through  which  ogc 
and  oig  attorneys  provide  legal  services.  Finally,  we  obtained  information 
on  the  volume  and  nature  of  legal  services  provided  to  the  igs  over  the  last 
2  fiscal  years  and  on  the  frequency  and  resolution  of  disagreements 
between  the  igs'  attorneys  and  other  agency  attorneys  during  this  period. 
We  did  not  attempt  to  evaluate  the  quality  of  the  legal  services  provided  by 
either  ogc  or  oig  attorneys  and  therefore  did  not  review  legal  products 
prepared  for  igs  by  either  ogc  or  oig  attorneys. 

Our  work  was  performed  in  accordance  with  generally  accepted 
government  auditing  standards  from  November  1994  through 
January  1995. 

We  discussed  our  findings  and  recommendations  with  the  igs  at  Treasury 
and  fema  and  have  incorporated  their  comments  where  appropriate. 


-This  rr*«  did  not  include  IGs  appointed  by  agency  heads  under  the  IC  Act  or  ihe  IG  at  the  Central 
Intelligence  Agency  (CLM  who  is  appointed  by  the  President  under  the  CIA's  authorumg  legislation 

'At  the  time  of  our  review,  the  IG  posiuons  ai  the  Departments  of  Defense  and  Interior  were  vacant 
and  the  IG  at  the  Department  of  Transportation  was  on  extended  leave  At  those  departments,  we 
interviewed  the  Deputy  IGs 
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Organizational 
Location  of  OGC 
Attorneys  Gives  Rise 
to  Independence 
Concerns 


The  General  Counsel  seres  as  an  agency  s  chief  legal  official  and.  as  such 
advises  the  agency  head  and  articulates  the  agency's  positions  on  legal 
matters.  The  ig  serves  as  an  independent  evaluator  of  the  agency's 
programs  and  operations  and  reports  on  the_eyaluations  to  the  agency 
head  and  the  Congress.  Occasionally,  attorneys  advising  the  agency  head 
and  those  advising  the  ig  may  view  legal  issues  differently.  As  a  result,  the 
ig's  attorneys  may  be  placed  in  the  position  of  offering  legal  advice  or 
preparing  opinions  that  differ  from  those  of  senior  ogc  officials,  including 
the  General  Counsel.  When  the  differences  cannot  be  resolved  by  the 
staffs,  or  by  the  General  Counsel  and  ig  themselves,  the  tc  may  elevate 
them  to  the  agency  head  during  the  audit  resolution  process  and  require 
further  legal  assistance. 


Most  of  the  officials  we  interviewed  acknowledged  the  potential  for  igs 
whose  attorneys  are  located  in  agencies'  ogcs  to  receive  legal  advice  based 
on  the  views  of  General  Counsels  or  senior  OGC  officials  and  to 
compromise  their  own  independence  on  audits  and  investigations  for 
which  legal  services  are  significant4  These  officials  believe  that  actions 
taken  by  senior  ogc  officials  or  the  attorneys'  own  concerns  about  such 
matters  as  professional  relationships  or  career  advancement  could  make  it 
difficult  for  ogc  attorneys  to  provide  independent  legal  advice  to  the  ig. 
Further,  we  were  told  by  some  attorneys  now  located  in  oigs  that  when 
they  were  located  in  ogcs,  they  had  felt  pressure  to  conform  their  views  to 
positions  favored  by  senior  ogc  officials.  At  one  of  the  agencies  in  our 
survey,  we  were  told  that  ogc  had  once  directed  the  ig's  attorney  in  writing 
not  to  provide  legal  advice  to  the  ig  on  a  particular  issue.  At  this  agency, 
the  ig's  legal  advisors  are  now  located  in  the  oiG. 

Most  igs  have  eliminated  concerns  associated  with  their  attorney's 
organizational  location  by  placing  their,  attorneys  in  the  oigs.  Three  of  the 
five  igs  with  ogc  attorneys  have  implemented  mous  with  their  agencies' 
General  Counsels  to  alleviate  the  concerns  associated  with  their  attorneys' 
organizational  location.  The  remaining  two  igs  do  not  receive  legal 
services  from  ogc  attorneys  under  the  conditions  existing  at  the  other 
three  agencies  and  are  not  satisfied  with  their  arrangements. 


'Federal  attorneys  are  subject  to  rules  of  professional  responsibility  adopted  by  the  states  in  which 
they  are  admitted  to  practice.  Some  attorneys  we  interviewed  specifically  referred  lo  such  rules  in 
explaining  that,  wherever  located,  they  would  base  their  advice  to  the  IG  on  their  independent 
professional  judgment  rather  than  on  the  position  favored  by  the  organizational  unit  in  which  they 
were  located 
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IGs  Have  Increasingly        ^""e  IG  Act  sPec,fically  authorizes  ics  to  select,  appoint,  and  employ  such 
TT      j   »     fL  ..    ^  officers  and  employees  as  may  be  necessary  for  carrying  out  their 

Used  AUtflOnty  Under        functions,  powers,  and  duties.  According  to  the  legislarive  history,  the  act 
the  IG  Act  tO  Place  provides  such  explicit  authority  because  of  ttie-possibujty  that  agencies 

Thpir  Attnmpv«  in  might  deny  ics  the  authority  to  hire  needed  staff  in  order  to  hamper  their 

e  Liorneyb  in  operations.  The  legislative  history  also  clearly  indicates  that  this  broad 

OIGS  hiring  authority  applies  to  attorneys.  Accordingly,  ics  may  obtain  legal 

services  from  ogc  attorneys  or  from  attorneys  located  in  their  own  offices 

at  their  discretion. 

Our  survey  reveals  a  steady  trend  over  the  past  decade  toward  ics 
obtaining  legal  services  from  attorneys  located  in  their  own  offices.  As 
illustrated  in  appendix  II,  33  percent  of  established  oigs  obtained  legal 
services  from  attorneys  located  within  the  oig  in  1985,  58  percent  in  1990, 
and  81  percent— or  22  of  27— in  1994. 

As  illustrated  in  appendix  III,  the  trend  results  from  existing  igs  changing 
the  location  of  their  attorneys  as  well  as  from  new  igs  placing  their 
attorneys  in  their  own  offices.  Of  the  nine  ics  whose  attorneys  were 
located  in  oocs  in  1980,  six  have  changed  the  location  of  their  attorneys 
since  1990.  In  addition,  of  the  five  igs  whose  offices  were  established 
between  1990  and  1994,  all  but  fema  placed  attorneys  in  their  offices 
within  their  first  year  of  operation. 

We  interviewed  the  ics  at  Education,  hud,  Interior,  Labor,  Transportation, 
i-  sla.  and  Veterans  Affairs.  At  four  of  these  seven  agencies — Education, 
Labor,  Transportation,  and  usu — the  igs  changed  the  organizational 
location  of  their  primary  source  of  legal  services  from  ogc  to  the  oic 
because  of  specific  unsatisfactory  experiences  with  their  ogc 
arrangements.  The  igs  were  not  confident  that  ogc  attorneys  could  provide 
independent  advice  consistent  with  their  needs.  At  Interior,  the  attorneys 
providing  legal  services  to  the  ig  were  relocated  to  the  oig  at  the  request  of 
the  Solicitor  who  believed  for  management  reasons  that  attorneys 
providing  legal  services  exclusively  to  the  oig  should  be  located  in  that 
office.  Finally,  newly  appointed  ics  at  hud  and  Veterans  Affairs  placed 
their  attorneys  in  the  oig  in  order  to  satisfy  policy  objectives  or  personal 
preferences.  These  igs  are  satisfied  with  the  arrangements  under  which 
they  obtain  legal  services. 
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Three  of  the  Five  IGs 
With  OGC  Attorneys 
Have  Taken  Steps  to 
Alleviate  Concerns 
Associated  With  Their 
Attorneys'  Location 


Tl\ree  u.s  who  obtain  legal  services  from  OGC  attorneys — those  at  i»>n.  kiv 
and  litis— have  implemented  mols  to  alleviate  the  potential  that  their 
attorneys'  location  will  limit  the  independence  of  the  advice  they  receive 
and  affect  their  own  independence.  The  three  igs  are  satisfied  with  their 
current  arrangements.  These  mols  assert  the  independence  of  the  ok",  and 
address  the  specific  conditions  from  whicTfthe  potential  effects  on 
independence  arise.  They  address  personnel  management  responsibilities 
including  the  selection  a-id  appraisal  of  attorneys,  the  protection  of 
sensitive  information,  and  the  provision  of  legal  advice. 


With  respect  to  personnel,  the  three  mods  require  the  General  Counsel  to 
establish  a  separate  division  within  ooc  so  that  attorneys  providing  legal 
services  to  the  ic  do  not  also  provide  legal  services  to  other  agency 
components.  Several  officials  emphasized  the  importance  of  placing  the  ig 
Division  physically  in  or  near  the  oig  rather  than  in  ogc.1  To  varying 
degrees,  they  also  require  ig  concurrence  in  the  selection  of  the  legal  staff 
and  prohibit  the  transfer,  reassignment,  assignment  of  additional  duties  to. 
or  termination  of  such  staff  without  ig  concurrence.  The  three  MOi's  also 
provide  for  ig  involvement  in  performance  appraisals.  Under  the  hhs  moc, 
the  General  Counsel  is  to  seek  the  ig's  views  on  the  principal  legal 
advisor's  annual  performance  evaluation  and  bonus.  The  dod  and  epa  mols 
provide  that  the  principal  legal  advisor  is  to  be  evaluated  by  the  General 
Counsel  with  the  concurrence  of  the  ig. 

The  igs  at  dod,  epa,  and  hhs  and  their  attorneys  explained  how  the  mols 
have  been  implemented.  Each  agency's  occ  has  a  separate  division 
comprised  of  attorneys  who  provide  legal  services  exclusively  to  the  IG  as 
reflected,  to  varying  degrees,  in  the  position  descriptions  of  the  igs' 
principal  legal  advisors.  The  igs  at  the  three  agencies  also  participate  in 
the  selection  and  appraisal  of  their  attorneys,  consis'?-.t  with  the 
provisions  of  their  respective  mous.  For  example,  the  dod  ig  and  General 
Counsel  jointly  selected  the  ig's  current  principal  legal  advisor,  and  the  hhs 
ig  provides  the  General  Counsel  with  an  annual  written  appraisal  of  the 
principal  legal  advisor's  performance.6 

With  respect  to  sensitive  information,  the  mous  in  effect  at  the  three 
agencies  authorize  the  igs  to  limit  their  communication  about  particular 


The  OGC  attorneys  providing  legal  services  lo  the  IGs  at  DOD  and  HHS  are  locaied  with  the  OIG 
father  than  with  OGC  Due  10  space  constraints,  the  EPA  attorneys  who  provide  legal  sen  ices  10  II 
IG  are  local ed  neither  with  ihe  OIG  nor  with  most  of  iheir  OGC  colleagues 

The  OIGs'  principal  legal  advisors  are  generally  responsible  for  appraising  the  perfni 
staff  attorneys  and  have  done  so  without  any  interference  by  senior  officials  in  OGC 
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matters  to  their  iKK."  attorneys  where  broader  communication  would 
undermine  or  impair  their  function.  The  one  attorneys  providing  legal 
services  to  the  10  are  not  to  communicate  any  information  received  from 
the  oig  about  such  matters  without  specific  authorization  from  the  iu. 

Finally,  the  vol's  in  effect  at  pod,  epa,  and  hhs  contain  provisions 
addressing  the  relationship  between  the  ics  and  their  attorneys  and  the 
General  Counsels  and  their  staffs.  The  three  mous  provide  for  the  ics' 
attorneys  to  seek  the  expertise  of  other  attorneys  who  may  be 
knowledgeable  about  particular  agency  programs  and  activities.  The  MOi's 
also  contemplate  that  the  igs  may  disagree  with  opinions  of  the  General 
Counsels  and  that,  if  requested,  the  igs'  attorneys  will  provide  assistance 
to  the  igs  under  such  circumstances.  While  the  mous  specify  procedures 
for  the  resolution  of  certain  differences  between  the  igs'  attorneys  and 
other  attorneys,  they  do  not  bind  either  the  igs  or  their  attorneys  to  ogc's 
views. 

For  example,  the  mod  in  »ffect  at  hhs  provides  that  the  ig  is  free  to 
disregard  the  General  Counsel's  advice  and  that  legal  opinions  provided  by 
the  iG's  attorneys  that  conflict  with  the  legal  positions  of  the  Department 
are  to  state  that  they  are  solely  the  positions  of  the  IG  Division.  The  DOD 
mou  states  that  if  the  ig  disagrees  with  the  General  Counsel's  legal  opinion 
and  requires  assistance  from  the  ig's  attorney,  the  attorney  may  provide 
whatever  legal  assistance  the  ig  requires  to  carry  out  ig  responsibilities.' 
Echoing  the  mou,  the  position  description  for  the  dod  ig's  principal  legal 
advisor  states  that  the  attorney  is  to  provide  legal  advice  through  the  ig  to 
the  most  senior  dod  officials  on  any  aspect  of  the  ig's  authority  or 
activities  and  on  dod's  programs  and  operations.  While  high-level 
disagreements  are  infrequent,  the  OGC  attorneys  for  the  three  igs  explained 
that  they  have  disagreed  with  their  ogc  colleagues  and  advised  the  igs 
accordingly. 

Like  the  igs  whose  principal  legal  advisors  are  in  their  own  offices,  the  igs 
at  dod,  epa,  and  hhs  are  satisfied  with  their  current  arrangements.  They 
believe  that  these  arrangements  facilitate  necessary  communication  with 
ogc  as  well  as  the  resolution  of  audit  findings  and  do  not  believe  that  the 
advice  they  receive  is  affected  by  their  advisors'  organizational  location. 
They  also  emphasized  that  they  would  exercise  their  authority  under  the  ig 
Act  to  place  their  attorneys  within  the  oig  if  the  independence  of  the  legal 
services  they  receive  became  suspect  or  if  they  otherwise  became 
dissatisfied. 

'The  HHS  and  EPA  MOt's  contain  nearly  identical  provisions 
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Two  IGs  Are 
Concerned  About 
OGC  Arrangements 


The  k;s  at  kema  and  Treasury  do  not  obtain  legal  services  from  occ 
attorneys  under  the  conditions  that  exist  at  dod,  epa,  and  hhs.  In  1984,  the 
then  nonstatutory  ig  and  General  Counsel  of  fema  signed  an  mou  similar  to 
those  currently  in  effect  at  dod,  efa,  and  HHft-However,  this  mou  was  not 
implemented.  The  position  description  for  the  ic's  current  principal  legal 
advisor,  a  GS-14  attorney,  includes  providing  assistance  to  the  ic  as  only 
one  of  a  myriad  of  duties  to  be  performed  in  support  of  fema's  activities 
Moreover,  the  attorney's  performance  plan  characterizes  the  duties  in 
support  of  the  ic — serving  as  occ's  liaison  and  central  clearing  point  for 
oig  matters — as  "noncnacal."  Consistent  with  the  position  description,  the 
attorney  provides  limited  services  to  the  IG.  Accordingly,  oig  staif  regularly 
obtain  legal  services  from  program  attorneys  The  current  ig  told  us  that 
he  is  dissatisfied  with  this  arrangement  He  told  us  that  he  would  consider 
hiring  an  oig  attorney,  particularly  to  provide  experienced  legal  support  to 
oig  investigators,  if  a  GS-15  level  position  were  vacant.  In  addition,  he 
plans  to  discuss  with  the  General  Counsel  an  mou  that  would  ensure  that 
dedicated  attorneys  are  available  to  meet  his  needs  and  that  appropriate 
safeguards  to  independence  are  in  place. 


While  the  occ  attorneys  from  whom  the  Treasury  ig  obtains  legal  services 
are  dedicated  exclusively  to  the  ig  and  are  physically  located  near  the  oig, 
there  is  no  mou  in  effect  to  address  concerns  associated  with  the  attorneys' 
organizational  location.  Further,  the  position  description  for  the  ig's 
principal  legal  advisor,  which  predates  the  establishment  of  a  statutory  ig 
at  Treasury,  contains  language  suggesting  that  the  independence  of  the 
legal  services  provided  to  the  ig  could  be  limited.  The  ig  believes  that  her 
selection  and  appraisal  of  a  principal  legal  advisor  are  essential  elements 
of  a  satisfactory  arrangement  She  is  dissatisfied  with  the  current 
arrangement.  The  Treasury  ig  told  us  that  she  and  the  General  Counsel 
have  agreed  on  the  outlines  of  an  mou  and  will  continue  to  discuss  the 
matter. 


Government  Auditing 
Standards  Allow 
Different  Approaches 
for  Obtaining  Legal 
Services 


The  professional  standards  applicable  to  igs  do  not  require  them  to  select 
one  method  of  obtaining  legal  services  over  another  and  do  not  preclude 
different  arrangements  that  reflect  igs'  preferences.  Government  Auditing 
Standards8  require  auditors  and  audit  organizations  to  be  independent  and 
to  maintain  an  independent  attitude  and  appearance  so  that  opinions, 
conclusions,  judgments,  and  recommendations  will  be  impartial  and  will 
be  viewed  as  such  by  third  parties.  To  this  end,  they  also  require  auditors 


"The  IG  ACT  requires  IGs  10  comply  will)  Government  Auditing  Standards  in  cairyini  out  their  dunes 
and  responsibilities 
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to  evaluate  whether  evidence  is  sufficient,  competent,  and  relevant  to 
afford  a  reasonable  basis  for  findings  and  conclusions.  An  auditor's 
approach  to  determining  the  sufficiency,  competence,  and  relevance  of 
evidence  depends  on  the  source  of  that  evidence.  In  considering  whether 
to  rely  on  an  attorney's  work,  an  auditor  considers  the  attorney's 
qualifications  and  independence,  both  personal  and  organizational. 

Twenty-five  of  the  27  igs  in  our  survey  currently  obtain  legal  services  in 
the  manner  they  prefer.  Having  their  primary  source  of  legal  services  in 
the  OIG  helps  to  provide  22  igs  with  confidence  that  their  reliance  on  the 
legal  advice  they  receive  will  not  compromise  their  independence.  The 
requirements  and  conditions  contained  in  the  mous  at  dod,  epa,  and  hhs 
help  to  provide  those  igs  with  similar  confidence.  In  the  final  analysis,  the 
igs,  under  governing  standards,  must  determine  whether  to  rely  on  the 
legal  advice  they  receive. 


Composition  and 
Duties  of  Legal  Staffs 
Vary  From  Office  to 
Office 


During  our  review,  we  gathered  information  on  the  composition  and  duties 
of  the  legal  staffs  currently  providing  services  to  igs  to  determine  whether 
those  located  in  ogcs  differ  as  a  group  from  those  located  in  oics.  As 
shown  in  appendix  IV,  the  size  of  legal  staffs  supporting  igs,  both  in 
isolation  and  in  comparison  to  total  oig  staff,  bears  no  relation  to  the 
location  of  the  attorneys.  The  size  of  legal  staffs  varies  from  1  to  19 
attorneys.  The  median  number  of  attorneys  providing  services  to  igs  is 
three.  The  ratio  of  attorneys  to  total  oig  staff  also  varies  widely,  with  no 
widespread  correlation  between  the  ratio  and  the  location  of  the  ig's 
attorneys.  Likewise,  we  found  that  there  is  no  distinguishable  difference 
between  the  grade  levels  of  principal  legal  advisors  located  in  ogcs  and 
those  in  the  oigs.  In  the  five  agencies  at  which  ogc  attorneys  provide  legal 
services  to  the  oig,  three  (60  percent)  of  the  principal  legal  advisors  are  in 
the  Senior  Executive  Service,  one  is  a  GS-15,  and  one  is  a  GS-14.  In  the  22 
agencies  where  oig  attorneys  provide  such  services,  15  of  the  principal 
legal  advisors  (68  percent)  are  in  the  Senior  Executive  Service  and  7  are 
GS-  15s.  The  grade  levels  of  the  ogc  and  oig  staff  attorneys  are  also  mixed. 
Appendix  V  contains  data  on  the  grades  of  the  legal  staffs  providing 
services  to  igs. 


We  also  found  that  the  nature  and  scope  of  the  legal  services  provided  to 
the  igs  vary  from  office  to  office  and  are  not  necessarily  related  to  the 
location  of  the  attorneys.  We  found  that  igs  routinely  ask  their  attorneys  to 
interpret  federal  laws  and  regulations  and  to  advise  oig  staff  on  issues 
arising  during  audits  and  investigations.  In  agencies  with  programs  that 
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are  particularly  susceptible  to  fraud,  the  ics  are  more  Likely  to  also  ask 
their  attorneys  to  prepare  subpoenas,  assist  Assistant  I'ruted  States 
Attorneys  with  criminal  litigation,  and  help  negotiate  settlements. 
Regardless  of  attorney  location,  igs  and  the»«ctomeys  recognize  that  they 
may  benefit  from  the  assistance  of  other  agency  attorneys  with  expertise 
in  particular  programs.  In  fact,  some  igs  with  oig  attorneys  have  formal 
agreements  with  their  agencies'  General  Counsels  that  provide  for  such 
assistance.  While  igs'  attorneys  and  other  agency  attorneys  generally  enjoy 
cooperative  relationships,  differences  of  opinion  occasionally  arise. 
However,  igs  reported  few  differences  between  igs'  attorneys,  wherever 
located,  and  senior  agency  attorneys  during  the  past  2  fiscal  years. 
Differences  between  attorneys  were  usually  resolved  at  the  staff  level. 
Further,  several  igs  told  us  that  compliance  issues  often  arose  during  the 
audit  resolution  process  not  as  differences  between  lawyers  but  as 
disputes  between  the  igs  and  program  officials  over  particular  facts  or  the 
application  of  such  facts  to  governing  law. 

The  way  in  which  igs  use  attorneys,  wherever  located,  appears  largely  to 
reflect  the  personalities  and  preferences  of  the  individual  igs.  For 
example,  several  igs  use  their  principal  legal  advisors  as  counselors  on 
policy  and  management  issues.  Although  most  of  the  igs  who  emphasized 
this  role  during  our  interviews  obtain  legal  services  from  oig  attorneys, 
some  igs'  ogc  attorneys  also  serve  in  this  role  to  some  degree.  Further,  two 
igs  explained  circumstances  in  which  oig  staff  who  were  attorneys,  but  not 
part  of  the  legal  staff,  provided  some  legal  services.  Another  ig  whose 
principal  legal  advisor  is  in  the  oig  even  suggested  that  as  long  as  an  ig  has 
someone  in  the  oig  qualified  to  provide  legal  advice  and  counsel, 
particularly  on  sensitive  matters,  the  organizational  lo<*anon  of  the 
attorneys  who  provide  routine  legal  services  to  oig  staff  is  itself  of  little 
consequence. 


Conclusions  There  is  concern  that  igs  whose  attorneys  are  organizationally  located  in 

agencies'  ogcs  will  not  always  receive  independent  legal  advice  and  that 
their  own  independence  will  be  compromised  as  a  result  Twenty-two  of 
the  27  igs  in  our  survey  have  eliminated  the  issues  associated  with  their 
attorneys'  organizational  location  by  placing  attorneys  in  their  own  offices 
under  the  authority  of  the  ig  Act  Three  of  the  five  igs  who  obtain  legal 
services  from  ogc  attorneys  have  implemented  mous,  which  include 
requirements  for  ig  concurrence  in  the  selection  and  appraisal  of  their 
principal  legal  advisors,  to  alleviate  the  potential  that  their  attorneys' 
location  will  adversely  affect  the  independence  of  the  advice  the  igs 
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receive  and  erode  their  independence  The  igs  at  fema  and  Treasury  do  not 
obtain  legal  services  from  OGC  attorneys  under  the  conditions  that  exist  at 
dod.  epa.  and  hhs. 

In  addition,  we  found  no  evidence  from  whicjijp  conclude  that  the 
composition  and  duties  of  the  legal  staffs  providing  services  to  the  27  ics 
are  significantly  different  based  on  their  organizational  location.  We  also 
found  that  the  composition  and  duties  of  the  igs'  legal  staffs  largely  reflect 
the  preferences  of  individual  igs.  Accordingly,  our  comparison  of  the 
composition  and  duties  of  occ  attorneys  advising  igs  and  oic  attorneys 
does  not  indicate  that  attorneys  located  in  ogcs  are  less  able  than  those 
located  in  oigs  to  provide  independent  legal  services  to  igs. 

ieCOmmenda.tionS  ^°  *le'')  ensure  tnat  tne  IGS  **  FEMA  an<^  Treasury  receive  independent  legal 

services,  we  recommend  that  they  either  locate  their  principal  legal 
advisors  within  their  offices  or  implement  MOUS  with  their  agencies' 
General  Counsels  containing,  at  a  minimum,  the  requirements  and 
conditions,  including  participation  in  the  selection  and  appraisal  of  the 
principal  legal  advisor,  in  the  mols  in  effect  at  dod,  epa,  and  hhs. 

We  are  sending  copies  of  this  report  to  the  Chairmen  and  Ranking 
Minority  Members  of  the  Senate  Committee  on  Governmental  Affairs  and 
the  House  Committee  on  Government  Reform  and  Oversight  Copies  are 
also  being  provided  to  Senator  Charles  Grassley,  the  Director  of  the  Office 
of  Management  and  Budget,  the  Inspectors  General  of  the  agencies 
included  in  our  review,  and  other  interested  parties. 

This  report  was  prepared  under  the  direction  of  Jeffrey  A  Jacobson, 
Assistant  General  Counsel,  who  may  be  reached  on  (202)512-8261.  Major 
contributors  to  this  report  are  listed  in  appendix  VI. 


/**. 


&*&/#■?£■ 


Charles  A  Bowsher 
Comptroller  General 
of  the  United  States 
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Appendix  VI 

Major  Contributors  to 

This  Report 


Abbreviations 

AID  Agency  for  International  Development 

cia  Central  Intelligence  Agency 

cncs  Corporation  for  National  and  Community  Service 

ood  Department  of  Defense 

EPA  Environmental  Protection  Agency 

fema  Federal  Emergency  Management  Agency 

FDic  Federal  Deposit  Insurance  Corporation 

fte  full-time  equivalent 

Gao  General  Accounting  Office 

CSA  General  Services  Administration 

hhs  Department  of  Health  and  Human  Services 

hud  Department  of  Housing  and  Urban  Development 

ig  Inspector  General 

mou  memorandum  of  understanding 

NASA  National  Aeronautics  and  Space  Administration 

nrc  Nuclear  Regulatory  Commission 

OGC  Office  of  General  Counsel 

OIG  Office  of  Inspector  General 

opm  Office  of  Personnel  Management 

RTC  Resolution  Trust  Corporation 

sba  Small  Business  Administration 

ses  senior  executive  service 

usia  United  States  Information  Agency 
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OIGs  Included  in  GAO's  Review 


Agency  for  IntemaQonal  Development 
Corporation  for  National  and  Community  Service 
Department  of  Agriculture 

Department  of  Commerce  

Department  of  Defense 

Department  of  Education 

Department  of  Energy 

Department  of  Health  and  Human  Services 

Department  of  Housing  and  Urban  Development 

Department  of  the  Interior 

Department  of  Justice 

Department  of  Labor 

Department  of  State 

Department  of  Transportation 

Department  of  the  Treasury 

Department  of  Veterans  Affairs 

Environmental  Protection  Agency 

Federal  Deposit  Insurance  Corporation 

Federal  Emergency  Management  Agency 

General  Services  Administration 

National  Space  and  Aeronautics  Administration 

Nuclear  Regulatory  Commission 

Office  of  Personnel  Management 

Railroad  Retirement  Board 

Resolution  Trust  Corporation 

Small  Business  Administration 

United  States  Information  Agency 
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Percentage  of  IGs  With  OIG  Attorneys 
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Appi-nitix  III 


Calendar  Years  in  Which  IGs  Were  First 
Appointed  and  OIGs  First  Employed 
Attorneys 


1977  1978  1979  1980  1981  1982  1983  1984  198S  1986  1987  1988  19M  1990  1991  1992  199]  1994 


HHS 

Energy 

Agriculture 

Commerce 

EPA 

GSA 

HUD 

Interior 

Labor 

NASA 

SBA 

Transportation 

Veterans  Affairs 

AID 

Stale 

000 

BaAroed  Retirement  Board 

USIA 

FOIC 

NRC 

Treasury 

FEMA 

xmce 

0PM 

RTC 

CNCS 


o  '.:-  -•■'i\3i5$*  *V**  ■'.  •  • 

o       o        o       o  o  o 

"  ,et_ •.«  .  •  • 

o        o  •  • 

•'.■Vor;*.' id f"  o  o 

o  o  o 

-  >£*>££**  •  • 

o  •  • 


'  »  Years  OGC  anornays  provided  legal  services  to  rhe  IG 
•  >  Years  OIG  attorneys  provided  legal  services  to  the  IG 

Note  The  Foreign  Service  Act  of  1980  established  an  Inspector  General  ot  the  Department  of 
State  and  the  Foreign  Service  The  Foreign  Relations  Authoniatjon  Act  lor  Fiscal  Years  1986  and 
1967  amended  the  IG  Act  to  bring  the  Oepanmeni  under  the  act  One  year  later,  the  position  of 
inspector  General  of  the  Department  of  State  and  the  Foreign  Service  was  abolished 
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Xppoiulix  IV 


Comparison  of  Attorney  and  Total  OIG  Staff 
as  of  September  30,  1994 


Agency 

Attorney 
location 

Number  of 

attorneys 

Total  OIG 
staff 

Agency  for  International  Development 

OIG 

3 

245 

Corporation  for  National  and  Community 
Service 

OIG 

1 

11 

Department  of  Agriculture 

OIG 

2 

821 

Department  of  Commerce 

OIG 

7 

189 

Department  of  Defense 

OGC 

7 

1569 

Department  of  Education 

OIG 

3 

344 

Department  of  Energy 

OIG 

2 

358 

Department  of  Health  and  Human  Services 

OGC 

19° 

1252 

Department  of  Housing  and  Urban 
Development 

OIG 

2 

484 

Department  of  the  Interior 

OIG 

2 

303 

Department  of  Justice 

OIG 

3 

331 

Oepanment  of  Labor 

OIG 

5: 

475 

Oepanment  of  State 

OIG 

5 

261 

Department  of  Transportation 

OIG 

1a 

461 

Department  of  the  Treasury 

OGC 

4« 

292 

Department  of  Veterans  Affairs 

OIG 

3 

397 

Environmental  Protection  Agency 

OGC 

4 

435 

Federal  Deposit  Insurance  Corporation 

OIG 

3 

190 

Federal  Emergency  Management  Agency 

OGC 

1 

53 

General  Services  Administration 

OIG 

7 

387 

National  Aeronautics  and  Space 
Administration 

OIG 

2 

192 

Nuclear  Regulatory  Commission 

OIG 

2 

46 

Office  of  Personnel  Management 

OIG 

2 

113 

Railroad  Retirement  Board 

OIG 

1 

92 

Resolution  Trust  Corporation 

OIG 

5 

285 

Small  Business  Administration 

OIG 

V 

96 

United  States  Information  Agency 

OIG 

1 

53 

(Table  notes  on  ne«i  oage) 
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Grade  Levels  ot  Attorneys  Proviuing  Legal 
Services  to  IGs  as  of  September  30,  1994 


Attorney 
location 

Attorney  Grades 

Agency 

GS-14  and 
SES        GS-153            below 

Agency  for  international  Development 

OffJL.. 

I                   I 

' 

Corporation  lor  National  and  Community 
Service 

OlG 

1 

Department  of  Agriculture 

OIG 

1 

Oepartment  of  Commerce 

OlG 

1                   1 

5 

Department  of  Defense 

OGC 

1                  6 

Department  of  Education 

OIG 

1 

2 

Oepartment  of  Energy 

OlG 

1 

Department  of  Health  and  Hum&n  Services 

OGC 

2                   5 

'2T 

Department  of  Housing  and  Urban 

Development 

OlG 

1                    1 

Department  of  Interior 

OlG 

1                    1 

Department  of  Justice 

OlG 

1                    1 

Department  ot  Labor 

OIG 

««                 2 

2 

Department  ot  State 

OIG 

1                   2 

2 

Department  ol  Transportation* 

OIG 

i 

Oepartment  of  the  Treasury 

OGC 

2 

2* 

Oepartment  of  Veterans  Affairs 

OlG 

1                   1 

i 

Environmental  Protection  Agency 

OGC 

1                   1 

2 

Federal  Deposit  Insurance  Corporation 

OlG 

1                   1 

Federal  Emergency  Management  Agency 

OGC 

1 

General  Services  Administration 

OlG 

1                   2 

t 

National  Aeronautics  and  Space 
Administration 

OIG 

1 

' 

Nuclear  Regulatory  Commission 

OlG 

1' 

1 

Office  of  Personnel  Management 

OIG 

1 

Railroad  Retirement  Board 

OIG 

1 

Resolution  Trust  Corporation 

OIG 

1                   1 

3 

Small  Business  Administration 

OIG 

1c 

1 

United  States  Information  Agency 

OlG 

1 

Totals 

19                 35 

45 

(Table  notes  on  nert  page! 
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Appendix  V 

Grade  Ltvrta  or  Attorney*  Providing.  Leeal 

Strwn  to  1<;«  «.■.  of  September  10.  I994 


"One  additional  GS-'S  and  tnree  additional  OS-  u  attorneys  are  employed  m  OiG  s  Olfice  oi  Civil 
Fraud  and  Administrative  Adjudication 

"Three  anorneys  are  part  time  and  one  was  on  extended  maternity  leave 

'in  addition  to  providing  legal  services  to  the  iGs  at  trie  Detainment  ol  Laoor  and  the  Small 
Business  Administration  tnese  SES-'evei  anorneys  nave  OiG  management  responsibilities 

aTh*  IG  ai  the  Oepartmcni  of  Transportation  hired  an  attorney  on  October  1 7  1994 

TJoth  ol  tnese  anorneys  are  part  time 

This  positron  is  equivalent  to  an  SES  position  and  is  classified  as  a  "Senior  Level  System"  position 
«v*rvn  in*  Nuclear  Regulatory  Commission 
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Talking  points  for  Roger  Altman:   informational  meeting  with 
Mack  McLarty  2/2/94 

o  RTC  has  been  requested  by  eight  Republican  Senators  and 
Congressmen,  including  Dole  and  Michel,  to  seek  tolling 
agreements  from  President  and  Mrs.  Clinton,  the  McOougals,  David 
Hale,  Jim  Guy  Tucker,  Seth  Ward  and  the  Rose  law  firm,  relating 
to  Madison  Guaranty. 

o  Under  the  RTC  Completion  Act,  the  statute  of  limitations 
has  been  extended  to  five  years.   The  extension  is  retroactive 
for  claims  involving  fraud  or  intentional  misconduct  resulting  in 
unjust  enrichment  or  substantial  loss  to  the  institution. 

o  The  retroactive  five-year  extension  relating  to  Madison 
Guaranty  will  expire  on  February  28,  1994. 

o   The  only  claims  that  could  still  exist  as  a  result  of  the 
five  year  retroactive  extension  are  those  relating  to  fraud  or 
intentional  misconduct.   All  other  claims,  including  any  based  on 
negligence  or  gross  negligence,  have  lapsed. 

o   If  any  claim  relating  to  fraud  or  intentional  misconduct 
does  exist,  the  RTC  has  three  choices:   (1)  allow  the  claim  to 
lapse  on  2/28/94;  (2)  commence  litigation  to  preserve  it;  or  (3) 
enter  into  a  tolling  agreement  with  the  relevant  party  to  extend 
the  statute  of  limitations,  giving  the  RTC  additional  time  to 
investigate  and  determine  whether  to  commence  litigation. 

o  The  RTC  can  enter  into  a  tolling  agreement  only  if  the 
other  party  agrees. 

o  There  must  be  a  basis  to  bring  a  lawsuit;  frivolous 
claims  will  be  dismissed  and  can  subject  the  attorneys  bringing 
the  suit  to  sanctions  by  the  court. 

o  The  RTC  is  currently  reviewing  the  Madison  Guaranty 
situation  to  determine  if  any  claims  exist  under  the  Completion 
Act.   (See  2/1/94  letter  to  Dole.) 

o   If  it  is  decided  that  any  claim  does  exist,  the  RTC  will 
have  to  determine  which  of  the  three  alternatives  to  choose. 

o  The  work  is  being  supervised  by  Ellen  Kulka,  the  new 
General  Counsel,  and  by  Jack  Ryan,  the  new  interim  Deputy  C.E.O. 

o  It  is  not  certain  when  the  analysis  will  be  completed,  but 
it  will  be  before  February  28. 

o   I  have  decided  that  I  will  recuse  myself  from  the 
decision  making  process,  as  interim  C.E.O.  of  the  RTC,  because  of 
my  relationship  with  the  President  and  Mrs.  Clinton. 
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HEADLINE:  ALTMAN  LIED  ABOUT  PROBE  CONTACTS,  GOP  SENATORS  SAY; 

WHITEWATER:  ATTACKS  CONFIRM  THEY  WILL  FOCUS  BULK  OF  FIRE  AT  HEARINGS  AT  TREASURY 

AIDE.  THEY  ALLEGE  THAT  HE  GAVE  WHITE  HOUSE  CONFIDENTIAL  INFORMATION. 

BYLINE:  By  MICHAEL  ROSS  and  SARA  FRITZ,  TIMES  STAFF  WRITERS 

DATELINE:  WASHINGTON 

BODY: 

Deputy  Treasury  Secretary  Roger  Altman  "deliberately  lied"  to  Congress  about 
the  nature  and  extent  of  information  he  gave  to  the  White  House  on  the  federal 
investigation  of  a  failed  Arkansas  savings  and  loan  with  ties  to  President 
Clinton,  several  Republican  senators  charged  Friday. 

As  the  Senate  Banking,  Housing  and  Urban  Affairs  Committee  opened  its 
hearings  into  the  Whitewater  controversy,  GOP  lawmakers  quickly  confirmed  that 
they  intend  to  direct  most  of  their  fire  at  Altman  because  of  questions  that 
have  arisen  about  his  role  in  a  series  of  controversial  contacts  between  White 
House  officials  and  federal  regulators  looking  into  the  failure  of  Madison 
Guaranty  Savings  &.  Loan. 

From  critical  comments  -  even  by  several  Democrats  on  the  panel  -  it  also 
became  clear  that  the  Administration  is  in  for  a  much  rougher  time  during  the 
Senate  hearings  than  it  has  experienced  so  far  in  the  House,  where  parallel 
hearings  took  place  this  week. 

Altman,  a  close  personal  friend  of  Clinton  since  their  college  days,  "has 
become  the  eye  of  the  storm,"  said  Sen.  Connie  Mack  (R-Fla.). 

Although  the  White  House  has  vowed  to  stand  behind  Altman,  speculation  was 
growing  among  lawmakers  that  his  career  may  not  be  able  to  withstand  many  more 
questions  about  his  involvement  in  Whitewater-related  matters. 

The  latest  allegation  —  that  he  provided  confidential  information  about  the 
status  of  the  investigation  to  the  White  House  at  a  crucial  time  during  an 
inquiry  by  the  Resolution  Trust  Corp.  —  could  be  particularly  damaging,  they 
added. 

Altman  was  swept  into  the  center  of  the  controversy  earlier  this  month  when 
discrepancies  emerged  between  his  earlier  testimony  before  the  Senate  panel  and 
swom  statements  since  given  to  investigators  by  one  of  his  senior  aides, 
Treasury  Department  Counsel  Jean  Hanson. 

Contradicting  Altman's  earlier  assertions  that  he  did  not  learn  of  the 
contacts  until  March  of  this  year,  Hanson  said  that  Altman  had  instructed  her 
the  previous  September  to  keep  White  House  officials  informed  about  the  RTC 
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inquiry  into  allegations  that  Madison  Guaranty  funds  had  been  illegally  diverted 
both  to  Clinton's  1985  Arkansas  gubernatorial  campaign  and  to  the  Whitewater 
Development  Corp.,  an  Ozarks  real  estate  project. 

Clinton  and  his  wife,  Hillary  Rodham  Clinton,  were  partners  with  Madison 
Guaranty  owner  James  B.  McDougal  in  the  1970s  resort  development. 

More  than  20  meetings  and  phone  conversations  took  place  between  Hanson  and 
other  regulators  and  White  House  officials  during  a  six-month  period  ending  in 
February.  The  congressional  panels  are  interested  in  the  meetings  because  of 
suggestions  that  the  White  House  might  have  sought  to  interfere  with  the  RTC 
investigation  or  to  obtain  confidential  information  about  it. 

In  testimony  before  the  House  Banking,  Finance  and  Urban  Affairs  Committee 
this  week.  White  House  Counsel  Lloyd  N.  Cutler  and  the  10  former  and  current 
White  House  aides  who  participated  in  the  contacts  all  denied  that 
Administration  officials  had  sought  to  impede  the  investigation  and  said  that 
the  only  information  they  received  from  the  regulators  could  have  been  obtained 
from  news  reports. 

Cutler  said  that  the  contacts  violated  no  ethics  rules  because  their  only 
purpose  was  to  help  the  White  House  prepare  for  queries  from  reporters  as  the 
Whitewater  story  was  unfolding. 

But  as  the  Senate  hearings  began.  Sen.  Alfonse  M.  D'Amato  (R-N.Y.)  said  that 
the  committee  had  taken  a  deposition  from  a  senior  White  House  aide  who 
testified  that  Airman  had  provided  him  and  other  officials  at  a  Feb.  2  meeting 
with  a  key  piece  of  confidential  information  that  had  not  appeared  in  news 
accounts. 

Citing  a  deposition  by  White  House  Deputy  Chief  of  Staff  Harold  M.  Ickes  as 
his  source,  D'Amato  said  that  Altman  had  told  a  White  House  meeting  that  the  RTC 
would  not  be  able  to  complete  its  Madison  Guaranty  inquiry  before  the  expiration 
of  a  deadline  for  filing  civil  claims  at  the  end  of  February. 

Had  Congress  not  later  extended  the  deadline  to  the  end  of  1995,  White  House 
knowledge  that  the  RTC  was  not  prepared  to  file  suit  could  have  undermined  the 
case  by  removing  any  incentive  for  the  Clintons  to  cooperate  with  federal 
investigators  until  after  the  statute  of  limitations  for  civil  complaints  had 
expired,  D'Amato  contended 

"This  evidence  makes  it  clear  that  Mr.  Altman  deliberately  lied  to  Congress 
regarding  the  Feb.  2  White  House  meeting,"  he  charged. 

Reacting  to  D'Amato's  charges,  Altman  issued  a  brief  statement  denying  that 
he  had  given  Ickes  or  any  other  officials  at  the  meeting  any  information  about 
the  status  of  the  RTC  investigation. 

"Sen.  D'Amato's  statement  today  is  simply  incorrect.  I  did  not  have  any  such 
information.  No  information  of  any  kind  was  provided  on  the  status  of  the 
investigation,"  Altman  said. 

A  senior  Treasury  Department  official  added  that,  while  he  had  not  seen 
Ickes'  deposition,  the  "most  accurate"  account  of  what  transpired  at  the  Feb.  2 
meeting  was  the  one  that  Cutler  gave  to  the  House  committee  on  Tuesday.  In 
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that  account.  Cutler  reaffirmed  what  Altman  said  about  the  meeting  when  he  first 
testified  before  the  Senate  committee  on  Feb.  24. 

The  meeting.  Cutler  said,  was  requested  by  Altman  solely  to  give  White  House 
officials  "the  same  information  related  to  the  statute  of  limitations  issue  that 
the  RTC  had  been  providing  to  the  Congress  and  the  press."  It  was  purely  a 
procedural  briefing  that  did  not  discuss  either  the  status  or  "the  substance  or 
merits  of  the  Madison  (Guaranty)  matter,"  he  added. 

Other  officials  also  noted  that  at  that  time  the  Administration  also 
supported  the  extension  of  the  statute  of  limitations,  which  affected  not  only 
the  Madison  Guaranty  case  but  hundreds  of  other  civil  cases  that  the  government 
was  pursuing  against  failed  S&Ls. 

But  other  GOP  senators  joined  D'Amato  in  insisting  that  the  Ickes  deposition 
--  which  has  not  been  made  public  but  from  which  they  cited  excerpts  --  proves 
that  Altman  misled  them  when  he  testified  in  late  February. 

Ickes,  they  said,  quoting  from  the  deposition,  asked  Altman  about  "the 
progress  of  the  inquiry  being  conducted  by  the  RTC."  Altman  answered,  according 
to  the  excerpts,  that  it  was  "going  to  take  a  longer  period  of  time  to  conclude" 
and  that  it  was  "unlikely  that  the  investigation  could  be  completed  and  a 
recommendation  made  by  the  general  counsel  prior  to  the  expiration  of  the 
statute  of  limitations." 

Airman,  who  is  scheduled  to  testify  at  the  Senate  hearings  Tuesday,  will 
"have  a  lot  of  explaining  to  do,"  conceded  a  Democratic  committee  aide. 

Several  Democratic  senators,  while  saying  that  Altman  should  be  given  a 
chance  to  explain  himself  before  he  is  publicly  accused,  admitted  to  serious 
doubts  about  some  of  the  contacts  in  which  Altman  was  involved. 

"Although  it  appears  no  criminal  violations  have  occurred,  I  am  deeply 
troubled  by  the  conduct  of  some  of  the  Administration  aides,"  said  Sen.  Richard 
H.  Bryan  (D-Nev.),  a  member  of  the  Senate  banking  panel  who  also  chairs  the 
Senate  Ethics  Committee. 

While  D'Amato's  charges  highlighted  the  opening  of  the  Senate  hearings,  the 
lawmakers  spent  most  of  the  day  reviewing  the  investigation  of  Whitewater 
special  counsel  Robert  B.  Fiske  Jr.  into  the  death  of  White  House  Deputy  Counsel 
Vincent  Foster  last  June. 

Because  he  was  working  on  Whitewater-related  matters  at  the  time,  Foster's 
death  precipitated  controversy  —  as  well  as  a  host  of  conspiracy  theories.  But 
both  Republicans  and  Democrats  on  the  committee  declared  their  support  for 
Fiske's  conclusion  that  Foster  committed  suicide  as  a  result  of  depression 
unrelated  to  the  Whitewater  controversy. 

Under  questioning  from  the  committee,  federal  investigators  from  both  the  FBI 
and  the  U.S.  Park  Police  said  they  had  found  no  evidence  that  the  death  of 
Foster,  who  was  found  in  a  public  park  with  a  gun  still  in  his  hand,  was 
anything  but  a  suicide. 

LANGUAGE:  ENGLISH 
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ARKANSAS  DEVELOPMENT  FINANCE  AUTHORITY        ,_ 
Bond  Underwriters,  Bond  Counsel  &  Special  Tax  Counsel 


SINGLE  FAMILY  MORTGAGE  REVENUE  BONDS: 


ORIGINAL 

r?wj  Ma  aacs^Basa  'Load-  ils^^-hs^a 


ISSUE 

1978A   |l5/000,000  E.F.  Hutton  &  Company ■ Inc . 
Stephens  Inc. 
T.J.  Raney  &  Sons,  Incorporated 

1979A    75,000,000  E.F.  Hutton  &  Company  Inc . 

(FHA/VA)  Stephens  Inc. 

T.J.  Raney  &  Sons.  Incorporated 
I 

1979A   LOJD,000,000  E.F.  Hutton  &  Company  Inc. 

(Conventional)      Stephens  Inc. 

T.J.  Raney  &  Sons,  Incorporated 
Merrill  Lynch  White  Wela  Capital 

Marlrar  g     rtrnnn 1  I 


AUTHORITY'S    COUNSEL    ( BC ) 
SPECIAL    TAX, COUNSEL    f TC 1 


3C :   Rose,  Nasf 

Williamson^  Carroll, 
Clay  &  Girsi-r 

BC:   Rose,  Nash, 

Williamson,  Carroll, 
Clay  &  Giroir 

BC:   Rose,  Nash, — ; 

Williamson^  Carroll 
Clay  &  Giroir 


1980A   110,000,000  E.F.  Hutton  &  Company  Inc. 
(FHA/VA) |  Stephens  Inc. 

T.J.  Raney  &  Sons,  Incorporated 


BC  :   Rose  Law  Firai 


1982A   100,000,000  E.F.  Hutton  &  Company  Inc. 
(FHA/VA)  I  /         Stephens  Inc. 

/         T.J.  Raney  &  Sons,  Incorporated 


1983A 


1983B 


1983C 


26,365,000  Blyth  Eastman  Paine  Webber 
George  K.  Baum  &  Company 
Collins,  Locke  &  Lasater 
T.J.  Raney  &  Sons,  Incorporated 

itman  Paine  Webber 
.  Baum  &  Company 
ins,  Locke  &  Lasater 
Raney  &  Sons,  Incorporated 


Paine  Webber 
:on  Corporation 
^e  Securities 
srge  K.  Baum  ssCompany 
Lasater  &  Company 
T.J.  Raney  &  Sorii,  Incor 
Stephens,  Incorporated 


BC:   Friday,  Eldredge 
i  Clark   \ 


BC:   Wright,  Lincsey  ; 
Jennings 

,TCT — Webster  &  Sheffield 


BC:   Wrigiit-,  Lindsey  z 

Jennings   \ 
TC:   Webster  &  Sheffield 

\  \ 

BC  :   Wright,/  Lindsey  i 

Jennings 
TC:   Webster  &  Sheffield 


DKSN026I37 
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1983D   40,135,000 


1984A  ]04,000,000 


1985A  175,000,000 


1985 


1984A1 


Blyth  Eastman  Paine  Webber 
The  First  Boston  Corporation 
Prudential  Bache  Securities 
George  K .  Baum  &  Company 

Lasater  &  Company 

T.J.  Raney  &  bons,  Incorporated 
Stephens,  Incorporated 

PaineWebber  Incorporated 

Chase  Manhattan  Capital  Markets 

Lazard  Freres  &  Company 

George  K.  Baum  &  Company 

Lasater  &  Company 

T.J.  Raney  &  Sons  I,  Incorporated 

Stephens,  Incorporated 

PaineWebber  Incorporated 
Citicorp  Investment  Bank 
Merrill  Lynch  Capital | Markets 
George  K.  Baum  &  Company 
Lasater  6  Company 
T.J.  Raney  &  Sons'r  Incorporated 
Stephens,  Incorporated 


BC:   Wright,  Lindsey  & 

Jennings  /  ] 
TC:   Webster  &/ Sheffield 
/  I 


TC: 


TC: 


25,000,000   PaineWebber  Incorporated 
Citicorp  Investment  Bank 
Merrill  Lynch  Capital  Markets 
George  K.  Baum  &  Company 

T.J.  Raney  &  Sons,  Incorporated 
Stephens,  Incorporated 


Y, 500, 000 


15,000 


25, 000  J 


PaineWebber  Incorporated 
Norwest  Investment  Services ,  Inc 
Merrill  Lynch  Capital  Markets 
George  K.  Baum  &  Company 
Lasater  &  Company 
T.J.  Raney  &  Sons,  Incorporated 
Stephens,  Incorporated 

lineWebber  Incorporated 

rill  Lynch  Capital  Markets 

$org«  K.  Baum  &  Company 
T/Jv  Raney  &  Sons,  Incorporated 
Stephens /N^ncorporated 

000  PaineWebSex  Incorporated 
Citicorp  InVestme~n<Bank 
Merrill  Lynch^Qapitat-Markets 
George  K .  Baum  ffNCompany 
T.J.  Raney  6  Sons/^ncorporated 
Stephens,  Incorporated 


Wright,  Lindsey  & 
Jennings 


Wright,  Lindsey  & 

Jennings 

Webster  &  Sheffield 


Wright,  Lindsey  & 

Jennings 

Webster  &   Sheffield 


Wright,    Liftdsey  & 

Jennings 

Webster  &  Sheffield 


Lindsey  & 
Jennings   \ 
Orricii,  Herrington  & 
Sutcliffe    \ 


Wrig-ht,  Lindsey  » 
Jennings    I 
^Orrick,  Herjrington  & 
Sutclif fe 
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1987C 


1987D 


25,000,000  PaineWebber  Incorporated         BC : 
Citicorp  Investment  Bank 
Merrill  Lynch  Capital  Markets    TC : 
George  K.  Baum  &  Company 
T.J.  Ranev  &  Sons.  Incorporated 


Wright,  Linrlsey  & 
Jennings   ,'  | 
Orrick,  Hetrington  & 
Sutcliife/ 


BC: 


Stephens,  Incorporated 

24,750,000  PaineWebber  Incorporated 
Citicorp  Investment  Bank 

Mnrri  1,1  Lynch  Capital  Markets 

George  K .  Baum  &  Cbmpany 

T.J.  Raney  &  Sons,|  Incorporated 

Stephens,  Incorporated) 

50,000,000  PaineWebber  Incorporated 
George  K.  Baum  &  Cbmpany 
T.J.  Raney  &  Sons,j  Incorporated 
Stephens,  Incorporated! 


1988B 


1988C 


1988D 


,000,000  PaineWebber  Incorporated 
Citicorp  Investment  Bank 
Merrill  Lynch  Capital  Markets 
George  X.  Baum  &  Cbmpany 
T  J — Ranay  i   Sons , I  Incorporatad 


BC: 
TC: 

BC: 

TC: 


Wright,  Lindsey  & 
Jennir.gs 

-9«?icJ£^,  He  r r  i  ng t  o  n 
Sutcliire 


Wright,  Lindsey  & 

Jennings 

Orrick,  Herrington  & 

Sutcliffe 

Wright,  Lindsey  & 
Jennings   /  | 
Orrick,  He,tr.. 
Sutclif ;s 


Stephens,  Incorporated 

25,000,000  PaineWebber  Incorporated 
Citicoro  Investment  Bank 
Mej.j.iil'Lyui.11  Cd^lv-dl  Markers 


ngton  & 


George  K.  Baum  &  Company 
T.J.  Raney  &  Sons 
Stephens,  Incorporated 


25,000,000  PaineWebber  Incorporated 
Citicorp  Investment  Bank 
Merrill  Lynch  Capital  Markets 
George  K.  Baum  &  Company 
T.J.  Raney  &  Sons 
Stephens,  Incorporated 


BC:   Wright,  Lindsey  & 

Jennings 
tv.  :   OrrTcTrr-Aerringtcn  & 

Sutcliffa\   j 


1988E         50,000, 


BC:      Wright,    lindsey   & 
Jennings 
7~~~-©Erick,    Herrington  & 
^Sutcl 


1990A 


PaineWebber   Incorporated 
NlSeorBfi   K.    Baum  &   Company 
T/&-    Ra<^ey  &   Sons 
Stephens  ;\lncor?or a ted 


7,500, 


BC :   Williams  &  Anderson 
TC:   Orrick,  Herrington  & 


1989A   $0,000,000  PaineWebber  Incorporated 
Stephens,  rncorpb-cated 
George  K.  BauJvi  Co: 
T.J.  Raney  &  So 
Chemical  Securities,  Inc 


PaineWebber  Incorporate 
Crews  &  Associates,  Inc. 
T.J.  Raney  &  Sons 

ephens,  Incorporated 


Sutclif fe 


Williams  &  Anderson 
't,  Lindsey  & 
ings     I 
rrick,  Herr/ington  & 
Sutclif fe/ 

Williams'  &   Anderson 

?.cck  & 
Campbell 
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1990B 


1990C 


1990D 


1990E 


^5,900,000   PaineWebber    Incorporated 
Crews    &   Associates,    Inc. 
T.J.    Raney  &   Sons 
Stephana  , Inrnirpnrarprl 


4  5,390,000   PaineWebber   Incorporated 
Crews    &   Associates,    Inc. 
T.J.    Raney  &   Sons 
— Stephens  , — Incorporated 


199  1A 


•  ,250,000  PaineWebber  Incorporated 
Crews  &  Associates, 
T.J.  Raney  &  Sons| 
Stephens,  Incorporated 

45,390,000  PaineWebber  Incorporated 
Crews  &  Associates,  line. 
T.J.  Raney  &  Sons 
Stephens,  Incorpoa 


seated 


PaineWebber  Incorporated 
Crews  &  Associates,  Ihc. 

TiJi — Raney  6  Sons1    ' 

Stephens,  Incorporated 

36,000,000  PaineWebber  Incorporated 
Crews  &  Associates,  Inc. 


1991C 


1991D 


T . J .  Kaney  &  Sons 
Stephens,  Incorporated 
Llama  Company 

■T4, 000, 000  PaineWebber  Incorporated 
Crews  &  Associates ,  Inc . 
T.J.  Raney  &  Sons 
Stephens,  Incorporated 
Llama  Company 


10  PaineWebber  Incorporated 
vCrews  &  Associates,  Inc. 
Raney  &  Sons 
Stephens ,  Incorporated 
I^ama^Qpmpany 

000  Painetoebbefcslncorporated 
Crews  ^""Associates ,  Inc. 
T.J.  Raneyvt  So 
Stephens,  In< 


14,000 


BC:      Williams    i    Ar.zsrson 
TC:       Kutak,    Rock   & 
Campbell/ 


BC: 
TC: 


BC: 
TC: 


BC: 
TC: 


BC:   Williams  &  Ar.derson 
TC:   Kutak,  Rock  & 
Campbell 


Williams 
Kutak,  Rock 
CamDbell 


Williams  &  Anzerson 
Kutak,  Rock  & 
Campbell 


BC:   Williams  &  Ancerson 
TC:   Kutak,  RockjS 
CanoES 


BC:   Williams  &  Ancarson 
TC:   Kutak,  Rock  & 
Campbell 


Williims  &  Ancerson. 
Kutakf,  Rock  S 
Campbell 
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MMT.TT-FAMILY    MORTGAGE    REVENUE    BONDS: 


ISSUE 
1980A 


1980B 


1981A 


13823 


1983A 


1985A 


19853 


198SC 


198SD 


[\ 


n 


ORIGINAL  AUTHORITY'S  COUNSEL  (BC) 

SUE  a|g  UNDERWRITER  (Lead  listed  first!   SPECIAL  TAX  COHNSET.  ljr} 


7,1757UUU  E.r' .  Hutton  &  Company  Inc. 
Stephens  Inc. 
T.J.  Raney  &  Sons,  Incorporated 


12.425.000  E.F.  Hutton  &  Company  Tne. 


Stephens  Inc 

T.J.  Raney  &  Sons, 

',200,000  Stephens  Inc. 

T.J.  Raney  &  Sons, 


"3C~1 


_acj 


Friday,  Eldredge 
&  Clark 


Friri^ 


Incorporated 


Incorporated 


1982A   153,075,000  E.F.  Hutton  &  Company  Inc 


Stephens  Inc 

T.J.  Raney  &  Sons, 


! 

Incorporated 


,250,000  E.F.  Hutton  &  Company  Inc. 
Stephens  Inc. 
T.J.  Raney  &  Sons  .  1  incorporated- 


BC: 


BC: 


Huie 


Friday,  Eldredge 
&  Clark 


Friday,  Eldredge 
&  Clark/ 


George  X.  Baum  &  Company 
3,435,000  George  K.  Baum  &  Company 


Wright,  Lindsey 
&  Jennings 


11 J 


J4,864  Merrill  Lynch  Capital  Markets 

T.J.  Raney  &  Sons,  Incorporated 
George  K.  Baum  &  Company 
Lasater  &  Company 

8,448,794  Merrill  Lynch  Capital  Markets 

T.J.  Raney  &  Sons,  Incorporated 
George  K.  Baum  &  Company 
Lasater  &  Company 
Simmons  First  National  Bank 


BC: 

TC: 


Rose  Law^Firm 
None      \  ! 


Rose  Law  Firm 
lone 


DKSN026UI 


229 


OTHER 


n 


GXNAL- 


AIITMOBIT'^-S^COUNSEL    ( BC ) 


ISSUE    AMT    UNDERWRITER    [ Lead    listed    first)       SPECIAL   TAX    COUNSEL    I TC 1 


16,000,000    E.F.    Hutton   &   Company   Inc. 
Stephens    Inc. 
T.J. — Ranwy   a   Suna,    Incoxpora-ted- 


BC: 


Friday,  Eldredge 
&  Clark 


1,250,000  Simmons  First.  Nadionall  Bank 
of  Pine  Bluff, I  Arkansas 


COMMUNITY  DEVELOPMENT  NOTES 


ISSUE 
1985 


ORIGINAL 

ISSUE  AMT  UNDERWRITER  fLead  listed  first) 


(1, 000, 000  E.F.  Hutton  &  Company]  Inc. 
Stephens  Incorporated 
T.J.  Raney  &  Sons,  Inc. 


BC:   Wright,  uindsey  & 
Jennings 


AUTHORITY'S  COUNSEL  ( BC ) 
SPECIAL  TAX  COUNSEL  I TC \ 

BC:   Rose  Law  Finn 
TC:   Wright,  Lindsey  & 
Jennings 


VARIABLE  RATE-DEMAND  REVENUE  BONDS  ('Highm  Edmdtiuii  CapiLdl  asset  Program) 


ISSUE 
1985A 


ORIGINAL 
ISSUE  AMT  UNDERWRITER  f Lead  listed  first] 


AUTHORITY'S  COUNSEL  (BC) 
SPECIAL  TAX  COUNSEL  fTCl 


ISSUE 
1986 


i,uuu  faineweDber  Incorporated 
George  K.  Baum  &  Company 
Lasater  &  Company 
T.J.  Raney  &  Sons,  Incorporated 
Stephens,  Incorporated 


SSET  ASSET  FINANCING  PROGRAM  Local  Gover 


BC:   WrTgnt>sLindsey  & 

Jennings\ 
TC:   Webster  4\ Sheffield 


t  Series  A  through  D 


ORDINAL 
ISSUES  AMT  UNDERWRITER  rLead  listed  first! 

l30,000i^0(^b\Goldman,  Sachs  &  Company 

N.  The  First  Boston  Corporation 
NT-JXRaney  &  Sons,  Incorporated 
Stephens ,  Incorporated 
George  Kv  Baum  &  Company 
PowelKs  S^rterfield,  Inc. 


A0THORITY\S  COUNSEL  (  BC ) 
SPECIAL  TAX^COUNSEL  fTC) 

Orrxtek,  Hexrington  & 
Suttclif fe\ 
Wright,  Lindsey  & 
Jennings 
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CAPITAL_ASSET  ASSET  FINANCING  PROGRAM  State  Government  Series  A  through  B 
ISSUE 


AS 

w 


ORIGINAL  AUTHORITY'S  COUNSEL  (BC) 

SUE  AMT  UNDERWRITER  |  Lead  listed  first  1   SPECIAL  TAX  COUNSEL  |  TC  \ 


1986     30,000,000  Goldman,  Sachs  &  Company         BC: 
The  First  Boston  Corporation 
T.J.  Raney  &  Sons,  Incorporated 
Stephens,  Incorporated 

co<-n-g«»  k nana  t  Company 

s  Powell  &  Satterfield, line. 

GNMA  GUARANTEED  BONDS  (BMIR  Loans  -  Reinqentive  Program) 

ORIGINAL 
ISSUE     ISSUE  AMT  UNDERWRITER  I  Lead 


ington  & 


Orrick,  Herij 
Suttclif fe; 
Wright,  Lindsey  & 
Jennings 


I 
1988   3215,625,000  PaineWebber  Incorporated 


listed  first! 


AUTHORITY'S   COUNSEL    (BC) 
SPECIAL    TAX    COUNSEL    I  TO 


municipal  Refunding  collateralized  mortgage  obligations 


issue 


BC: 
TC: 


Wright,    Lindsey  & 

Jennings 

Kutak  Rockr-S,  Campbel 


ORIGINAL 
ISSUE  AMT  UNDERWRITER  fLead  listed  first;  1 


1988A   56  3,540,000  Morgan  Keegan  &  Company 

— Stephens — Incorporated 

T.J.  Raney  &  Sons,  Inc. 

»L  /REFUNDING  COMPOUND  ACCRETION  BONDS 

ORIGINAL 


AUTHORITY'S  COUNSEL  ( BC ) 
SPECIAL  TAX  COUNSEL  I TC j 

BC:   Rose  Law  Firm 


ISSUE 
1988-1 


ISSUE  AMT  UNDERWRITER  (Lead  listed  first! 


TC:   Kutak  Rock  &{  Campbel 


AUTHORITY'S  COUNSEL  ( 3C ) 
COUNSEL  ITC^ 


1990     33, 155, p00  T.J.  Raney  &  Sons 

Tax  Exempt 

Series 


BC:   Friday^Eldredge  & 


Kutak,  Rock  & 

Came be  11 
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1990A 


COLLEGE 


ISSUE 
1991A 


21,675,000  T.J.  Raney  &  Sons 
\         Stephens  Incorporated 
\        Crews  &  Associates,  Inc. 

SAVTMGS.  GENERAL  OBLIGATION  BONDS 


BC:   Rose  Law  FJirm 
TC:   Kutak,  Rock  |& 
Camobell J 


ORIGINAL 

ISSUE  AMT  UNDERWRITER  fLead  listed  first) 


AUTHORITY'S  COUNSEL  (BC) 
SPECIAL  TAX  COUNSEL  I TC \ 


1991B 


1991C 


SA3    Da an  Witter  Reynolds  I 
Crews  &  Associates 
A.G.  Edwards  &  Sons,  inc. 
First  Commercial  Bank,  N.A. 
Edward  0.  Jones  6  'Co 
Lehman  Brothers 
Llama  Company 
T.J.  Raney  &  Sons 
Stephens  Inc. 


;,  342,  541  Dean  Witter  Reynolds  l]nc  . 
Crews  &  Associates! 
A.G.  Edwards  6  Sons,  Inc. 
First  Commercial  Blank, 
Frlwn rd  n Jonas  &  Co  . 


-B^ HiteJieaj,  Williams, 

Selig  sTucker 


d 


Mitchell,  Williams, 
Selig  &  Tucker 
none     J 


Lehman  Brothers 
Llama  Company 
T.J.  Raney  &  Sons 
Steohens  Inc. 


19,/996,660  Dean  Witter  Reynolds  Inc. 
Crews  &  Associates 
A.G.  Edwards  &  Sons,  Inc. 
First  Commercial  Bank,  N.A. 
Edward  D.  Jones  &  Co. 
Lehman  Brothers 
Llama  Company 
T.J.  Raney  &  Sons 
Stephens  Inc. 


BC:   Mitchell^  WiJlliams, 

Selig  &  Tucker 
TC:   None      \    j 


WASTEWATER  SYST 


ISSUE 


1991A 


OLVING  LOAN  REVENUE  BONDS 


TER  fLead  listed  first \ 


AUTHORITY ' S\  COUNSEL  ( BC ) 
SPECIAL  TAX  I  COUNSEL  (TO 


37, 930, p00  Pruden 

T.J.  Rarie-' 
Stephens 
Howard,  Wi 

Friedrichs 
Crews  &  Assoc 
Llama  Company 
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SINGLE  FAMILY  MORTGAGE  REVENUE  REFUNDING  BONDS 


ISSUE 
1991A 


POOLED 


ISSUE 


ORIGINAL  AUTHORITY'S  COUNSEL  (BC) 

S"E  AMT  UNDERWRITER  | Lead  listed  first)   SPECIAL  TAX  COUNSEL  ITC\ 


58,900,000  George  K.  Baujn  6  Company 
Crews  &  Associates,  Inc. 
T.J.  Raney  6  Sons 
Stephens  Incorporated 


BC:   Rose  Law 
TC:   Kutak  Rock 
Camobell 


Firm 


TNDUSTRllAf   DEVELOPMENT    REVENUE    BONDS 


OSITE   OFFERINGS: 


ORIGINAL 
ISSUE    AMT   UNDERWRITER    fLaad 


1987A-E   $6,975,000   PaineWebber   Incorporated 
Drexel  Bumham  Lambert. 
George  K.    Baum  6  (Company 


1987A-C 
Taxable 


1987F-K 


1988A-D 


1988E-H 


355,000  T.J.  Raney  &  Sons.  Im 

Sfaph«n<     Tn>-i-n-prtrifttH 


listted  first \ 


AUTHORITY'S  COUNSEL  (BC) 
SPECIAL  TAX  COUNSEL  ltC.\ 


orporated 


6,515,000  T.J.  Raney  &  Sons 

Stephens  Incorporated 


1988I-L 


1989A-E 


^,270,000  Shearson  Lehman  Hutton,  Inc. 
A.G.  Edwards  &  Sons,  Inc. 
PaineWebber  Incorporated 
Thomson  McKinnon  Securities, 
George  K.  Baum  &  Company 
Gabriele,  Hueglin  &  Cashman 


5,441 


6,110, 


000  Prudential-Bache  Capital  Funding 
Shearson  Lehman  Hutton,  Inc. 
.PaineWebber  Incorporated 
,G.  Edwards  6  Sons,  Inc. 
e  K.  Baum  6  Company 
GafcrieJ.e,  Hueglin  &  Cashman 
Firs*  Commercial  Bank,  N.A. 
EdwaravH.  Jozies  6  Company 

0  Merrill  Lynch  da^ta 
Stephens  Incbrpora 
Hill,  Crawford^*  Lanfo 
T.J.  Raney  &  Sons' 
Powell  &  Satterf ieloV  Inc 


00  T.J.  Raney  &  Sons 


Mitchell,  Williams, 


Mitchell,  wi 
Selig  &  Tucker 


Mitchell, \Williams, 
Selig  &  Tucker 
None 


lliams, 


Mitchell,  Wil/liams, 
ig  &  Tucker 
one 


BC:  _J4i*Cnell,  Williams, 
Selig  &  Tucker    _ 
TC :   None " 
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1989F-I 


1989J 


1990A-D 


1991H-L 


340,000  Prudential-Bache  Capital  Funding  BC : 
Shearson  Lehman  Hutton,  Inc. 
Paine  Webber  Incorporated        TC: 
il  ris  Tnc  . 


Dean  Wittei 


'ynnl 


Edward  D .  Jones  and  Co . 
Crews  &  Associates,  Inc. 
Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 
GabriolO) — Hueglin  &  Caahman 


The  Cherokee  Securjitiep  Company 
500,000  T.J.  Raney  &  Sons 


3,380,000  Merrill  Lynch  Capital  Markets 
Stephens  Incorporated  | 
Hill,  Crawford's  iJanfotd,  Inc. 
T.J.  Raney  &  Sons,]  IncL 
Powell  &  Satterf ietld,  [inc. 
Llama  Company 


1  tu 


Llama  Company 


4  ,  ljL2-r500  Stephens — Im.uipuLdLtiU 


c  e-fts.,  nnn   n»rri  l  l  Lynch  rapjfai  Markets 


Stephens  Incorporated 

Hill,  Crawford  &  Lanford,  Inc.    TC: 

T.J.  Raney  &  Sons,  Inc. 


-BCl 


Mitchell,  Williams, 
Selig  &  Tucker 
None     / 


Mitchell,  Williams, 
Selig  &  Tud-teer 
None 

Mitchell,  Williams, 
Selig  &  Tucker 
None 


-B€-i Mitch- 


Williams , 


Selig  &  Tucker 
None 


Williams , 
Selig  &  Ti\cker 


TC:   None 


u 


INDUSTRIAL    DEVELOPMENT    REVENUE    BONDS 
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Zero  Mo 
1987 


InTjtain,  Incorporated  Project 

,000,000  George  K.  Baum  &  Company 


Communi 
1988 


:y  Water  System  Project 
1,600,000  T.J.  Raney 


Southwest 
1988 


Superio 
1988 


Unma«  ,     Tnr-orpnr«r.t»ri  Prnjflet 

2^4'ST,  000  Stephens  Incorporated 


Sraphite  Project 
4,300,000  American  National  Bank 
Company  of  Chicago 


Pine  Bluff  Warehouse  Project 

1988       720,000  Stephens  Incorporated 


Arkansas;  Freightways  Project 


1989 


Northwest 
1989 


1,670,000   Stephens    Incorporated 


&  Trust 
111. 


Arkansas  Paper  Company  Project 
600,000  First  National  Bank  of 
Fayetteville,  AR. 


Pine  Bliff  Warehouse  Dgojaet 

1989    1  ly<H5,000  Stephens  Incorporated 

Wynwood  Nursing  Center  Project 

1989    — 2,365,000  Stephens  Incorporated 


Good  Sajnasitan  Indian  Reck  Village  Project 
1989 


Standarq  Motor 
1989 


Travis  lumber  Company 
1991ASB 


House,  Wallace  & 
Jewell,  P.aJs  Sons, 
None 


til,  Williams, 
Selig  &Tuc)ier 


Mitchell,  'iiiiixams, 
Selig  &  Tucker 
None 

Rose  Law  Firm 
None 

Mitchell,  /williams, 
Selig  6  Tjicker 
None 


Mitchell,  Williams, 
Selig  &  Tucker 
None 


Mitchell,  \Willliams, 
Selig  &   Turter 
None 

Jitchell,    Williams, 
SeTrig.  i   Tucker 
jne 

Wright,    Lindsay  & 

Jennings 

None 

Wright^    Lindsiey  & 

Jennir 

None 
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HFAr.TH  CARE  FACILITIES  REVENUE  BONDS: 


ISSUE 


Saint  EpVa 
1987 


S13,590,000  Shearson  Lehman  Brothers  Inc. 


Sister' 
1989A 


Sister 
1989B 


ORIGINAL 
fSSUE  AMT  UNDERWRITER  n.eati    listed  first) 

Mt»rcy  Mgdiral  fpnrar  Tggng 


AUTHORITY'S  COUNSEL  ( BC ) 
SPECIAL  TAX  COUNSEL  fTCl 


BC:   Wright,  Lindsey  & 

Jennings 
TC:   None 


60,000  Dillion, 
George  K 

T.J.  Raney  &  Sons  . 
Stephens,  " 


St.  Louis, — Inc. 


rcy  Health  Care  Systems 

Reed  &  Company,  Inc 
Baum  &  Company 


Incorporated 

s  of  Mercy  Health  Care  Systems,  St}.  Louis, 
$25,000,000  Dillion,  Reed  &  Company,  Inc. 
Stephens,  Incorporated 
T.J.  Raney  &  Sons] 
George  K.  Baum  &  Company 


BC: 


Inc . 
BC: 


Wright,  Lindsey  & 

Jennings ; 

Wood,  Lucks inger  t 

Epstein 
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Lasater  ^Company 

l    N    V    E    S    T    M    E    N    T/^B    ANKER: 


n 


January  i,  1985 


overnor 
Scate  Capitol 
-ittle  Rock,  Arkansas   72201 

Dear  Governor  Clinton: 

Don  Spears,  36,  is  married  and  has  cvc 


children  ages  10  and  r.ir.e  months. 


Don  lives  in  Little  Rock,  but  has1  a  successful  business  in  hii  hometown 
of  Malvern.   He  is  a  member  of  trie  3oard  of  Directors  of  First  Federal 
(Savings  and  Loan  Association  of  ^lvei"n  and  co-owner  of  Hot  String 
County  Title  Service,  Inc. 

n"n**~t  i  i  ruppnrrar  nf  yours  and  participated  in  raising  funds  :ory/Ju 
during  the  past  campaign.   He  has  the  support  ot  nis  locax  -ijislative 
delegation  and  also  our  support.  i 

We  consider  Don  to  be  a  good  friend  of  ycurs  and  ours  and  firzly  believe 

l|U      ..jiii1i|      i !  lt  y.  —      ■      iimn     unnnar     n-      rSa     a  rV  =  ~  <;3  S     Housing     DeVilCSDent 

Igency  3oard  of  Directors. 


His  background  in  both  real  estate  and  business  would  enable  him  to 
evaluate  the  circumstances  and  make  fair  and  honest  cecisier.s  en  issues 
that  will  soon  be  facing  the  AEDA  Board. 


DKS-N^475 


312  lounona  Sirni  ■  Litta  K.Mk.  Atkn 
Nanonal  'Van.  I-300-C4J-60T2  •  Arkan: 
»l  Corpome  PUjj.  Prmhou*  Q  •  110  £   StinorJ  3lvJ.  •  Ft.  LauJcrjalt.  Floruit  )]"-0l  •  >0J  »-:•  V?* 
Manorial  Van    ISCO-  327-6211  •  Flood*  'Km    1  rOO  a'2  .»7|| 
MA<r-  K,«f„  Firm  /  Member  Secutnm  Invcator  r-, ..,-,•....,  Corrnmnori 
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Donald  M.  Spears 
P.O.  Box  622 


Malvern ,  Arkansas   TZTTPT 
(501)  332-6931 


EDUCATION 


Gracuat^er^of  Malvern  High  School  C 


lass  of  1966.  \ 

ersity  with  Bachelor  of  Arts  degree  in 


Gracuate  of  Ouachita  Baptist  Uaiv 
Political  Science,  May  1970. 

Graduate  of  University  of  Arkansas  Sciool  of  Law  in  May  1975. 

Professional  Affiliations:   Arkansas  iar  Association 


Aaer  i 


BUSINESS  HISTORY 


Served  frs^Jiot  Spring  County  Chief 


can  Bar  Association 


American  Trial  Lawyers  Association 


Deputy  Tax  Assessor  and  WAS-^emploved 
by  flit  tie  Rock  Abstract  and  Title  Company  maintaining  Pulaski  County 
real  estate  transaction  records  while  attending  law  school. 

Following  graduation,  practiced  law  in  partnership  with  J.  Winston 
Bryant  until Bryant  '  * — el^ct  ion — t-o — Secretary  of  State. 


Former/Hot  Spring  County  Juvenile  Judge.  \ 

I  /  ^     ' 

Former  instructor  for  Henderson  State  University  in  business  and law 

educat  ion . 
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Lasater,  Inc. 

A    HOLDING A COMPANY 


£kf 


n 


April  3,  19^5 


le  Honorable 
Rill  Clinton 
Governor 

State  of  Arkansas 
State  Capitol 
Little  Rock,  Arkansas 

Governor: 


72201 


Dan hafl_to  be  out  of  town  this  week!  visit- inff  ^rh  digits  ir>  Mo"  Vjm,^'3tt1 
tie  asked  me  to  icrward  to  you  resumes  on  Ed  Willis  and  Jj  w  Tom  BpI  i  .  As 
you  remember,  ycu  and  Dan  have  discussed  ben  Spears'  appointment  to  the 
Arkansas  Finance  and  Development  Agency  Beam  on  a  couple  of  occasiens  in 
the  past.  We  want  to  reiterate  cur  interest  in  seeing  Spears  appointed 
and  taglsfl  rPc^mnpnH  umia  and  ^'  Sa  yea — We  have  had  a  lafof-iausiness 
relationships  and  personal  relationships  with  both  of  these  prospective^ 

dates  and  we  believe  that  they  would  make  significant  contributions  1 
to /the  Board.  \ 

Dan  sincerely  hopes  that  you  will  consider  positively  both  of  these  appoint- 
ments and  he  will  be  in  touch  -with  ycu  by  telechcne  when  he  returns  from 
York. 


DKSN026582 


312  Lcu:::^r3  S:rcc: 


41-390  97-9 
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STATE  OF  ARKANSAS 
OFFICE  OF  THE  GOVERNOR 

Scale  Capitol 
LaiU  Rock  72201 


BUI  Ciintoi 
governor 


April    5,     1985 


Patsy  L.  Thomasson 
./Special  Assistant  to  the  Ch 
Lasater  ,  Inc  . 
312  Louisiana  Street 
Little  Rock,  AR   72201 

Dear  Patsy: 

\I  received  your  letter  of  r 
ippointment  to  the  Arkansas 
Agency  Board. 


coranendat Ions  for 
Finance  and  Development 


I  will  give  your  recoomendatlons  full  consideration  when 
filling  vacancies  on  this  board. 


Thank  you  for  your  Interest  and  for  your  patience.   If  I 


nee ,  please  feel  Chat  you  may  give  ml 


DKSN02658 
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- 


Collins,  locks  (ScLasasr 


Gc 


Marcn~-3*-,   1983 


TheWcfflTrable  Bill   Uinton 

Governor 

The  Capitol 

Ljfttle  Rock,  Arkansas 

Dear  Governor  Clinton: 

I  am  writing  to  express  Collins!,  Locke  4  Lasater's  enthu- 
siastic support  of  the  appointment)  of  Ms.   Linda  Trent  to  the 
EflSition  of  Executive  Director  of 
Agency.     It  is  our  view  that  Ms. 
mu^n  needed  leadership  and  serve 


the  Tr^ansas  ,-;ousino'ne'/eloo'nent 
Trent  ,wiii   yroviae  tne  Agency  witn 
trie  Stjate  in  an  exemplary  fashion. 


^hile  on  the  subject  of  the  AHDA  it  has  ccme  to  my  attenj 


that  some  serious  consideration   is  being  given  the  idea  of  securing 
the  services  of  a  firm  to  act  as  Program  Administrator  for  the  Agency. 
While  we  fully  support  the  concept  of  efficiency  in  State  government 
we  are  not  convinced  that  such  a  move  is  timely  or  desirable  and 
reque>t-the  opportunity  to  submit  our  views  to  you  and  youi*  Ziaf-' 

I  am  looking  forward  to  welcoming  you  and  Hillary  to  our 
rby  Day  party  and  trust  you  will   find  it  convenient  to  attend. 


Warmest  personal  wishes, 


027451 


^nen:  Bankers  •  312  Louisiana  Srreet  •  Little  Rock.  Arkansas  TZSil 
Nacorul  Wats:  l-SGO-643-8072  •  Arkansas  Wats:  l-JCO-iSI-S-Ws 
NASD  MEMBER  P"*»1 
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Lasater,  Inc. 

A    HOLDING^IicOMPAN  Y 


C< 


■0V>- 


Nay  1,    1985 


The  Honorlttile 

Bill  Clintof 

Governor  of 

State  Capitol 

Little  Rock,  Arkansas 

Governor  Clinton: 


72201 


with  great  pleasure  that  we  vrite  to  you  in  support  o 
the  asrtPr>1nt-mp"t  pf  B.1J1  Nfcth-lsltn  tine  position  nf  Board  mcfiitier, 
Arkansas  Development  Finance  Authority.   Mr.  Bill  Mathis  has 
distinguished  hlmseli"  in  service  to  the  State  of  Arkansas 
through  loyal  and  professional  conduct  as  a  Board  member  of 
tiie  Arkansas  Housing  Development  Agency.   As  a  result  of  my 
firms  VJ-nvnlyamant.  with  the  Agency  as  a  cu-managlng  mium1 

ifrsi debt,  I  have  become  familiar  with  the  motives  and  concluc 
of  Agency  Board  members.  In  all  cases  Mr.  Mathis  has  fulfilled 
his/role  in  the  best  interests  of  the  State  of  Arkansas. 


I  heartily  recommend  this  appointment  ?nd  look  forward  tc 
working  ^th  an  active,  effective  and  professional  Board. 


KSN026609 


312  Louisiana  Street  /  Little  Rock.  Arkansas  72201  /  501-376-0069 
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Lasater,  Inct 

A    HOLDlNcjicOMPANY 


Iflay  1,   1985 


Thp  Honorable 

1  Clinton 
Governor  of  Arkansas 
State  Capitol 
Little  Rock,  Arkansas 

Dear  Governor  Clinton: 


72201 


\ls  with  great  pleasure  that  we  tln-lte  to  you  in  support  of  ythfe 
ajpp«>intment  of  .Mort  Hardwick  to  the  position  of  Board  member/ 
Arkansas  Development  finance  Authority.   Mr.  Hardwick  ha^»ti|i 


guished  himself  in  service  to  the  State  of  Arkansas  through  loya.1 


and  professional  conduct  as  a  Board  member  of  the  Arkansas  Hou 
Eevelopment  Agency.  As  a  result  of  my  firms'  involvement  with 
Agency  as  a  co-managing  underwriter  of  its  debt,  I  have  become 

familiar_  with    the    mnt.-ivpg    anrt    rnnrinpt     nf     flgnnny    Bnnrrl    mn 

all  (KCses  Mr.  Hardwick  has  fulfilled  his  role  in  the  best  iiHe 
o|f  #he  State  of  Arkansas. 


iQjeartily  recommend  this  appointment  and  look  forward  to  wor 
with  >n  active,  effective  and  professional  Board. 


ing 
he 


DKSN026606 


312  Louisiana  Street  /  Little  Rock,  Arkansas  72201   '  501-376-006° 


248 


Lasater,  Inct 

a  holdingAcompany 


Honorable 
Clinton 
Governor  of  Arkansas 
State  Capitol 
Little  Rock,  Arkansas  72201 

Dear  Governor  Clinton: 


.s  with  great  pleasure  that 


ie\appointment  of  ^"nrge  Wr1  (ft  t ,  ,1r   to  the  position  of  Boar/ 
r,  Arkansas  Development  Finance  Authority.   Mr.  Wright^ 


fitt* 


M?W\ 


rite  to  you  in  support  of 


lngulsheri  himself  in  srirvTTHg  tn  th*    Stitn  nf  flinfr-irrr<a  s 
through  loyal  and  professional  conduct  as  a  Board  member  of 
Arkansas  Housing  Development  Agency.   As  a  result  of  my 
firms'  involvement  with  the  Agency  as  a  co-managing  underwriter 
its  debt,  I  have  become  familiar  with  the  motives  and  conduct 
Agency.  Board  mombor-a. — In  all  tdbeb  Mi  .  Wrlghl  hat,  ful-f-4<led 
>le  in  the  best  interests  of  the  State  of  Arkansas. 

heartily  recommend  this  appointment  and  look  forward  to 
ine  with  an  active,  effective  and  professional  Board 


SN026616 


312  Louisiana  Street  /  Little  Rock,  Arkansas  72201  /  501-376-0069 
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STATE  OF  ARKANSAS 

OFFICE  OF  THE  COVXKNOR 
3tat»  Capaol 

IM,U  Rock  72201 


Bill  Clinton 
Governor 


May  23,  1985 


Dan  J.io  ac  e  r 


laatsr,  lac. 
Holding  Company 
/312  Louisiana  Street 
'Little  Rock,  AR   72201 

Dear  Dan: 


I  received  your  letter  recommending  Bill  Machls  for  an 


appointment  to  the  Arkansas 
^Authority  Board. 


Development  Finance 


will  give  your  recommendation  full  consideration  when 
making  appointments  to  this  new  board. 


Thank  you  for  your  Interest  and  for  your  patience.  If  I 
can  be  of  assistance,  please  feel  that  you  may  give  me  a 
call. 

cTrely , 


AA     vjLuu^TG^c 


Bill  Clinton 
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STATE  OF  ARKANSAS 
Office  of  the  Governor 

Slate  Capitol 


LiltU  Rack 


201 


BUI  Clinton 

Coucrnor 


May~23,     1985 


Dan    Lasater 


rTater  ,  lac . 
fk    HoldlQg  Company 
312  Louisiana  Street 
Little  Rock,  A.R   72201 

Dear  Dan: 


I  recelVed  your  letter  recommending  rtort  Hardwlck  for  a: 
appointment  to  the  Arkansas  Development  Finance 
Authority  Board. 

(I    will  give  your  recommend  it lo  \    full  consideration  when 
naklng  appointments  to  this  net  board. 


Thank  you  for  your  Interest  and  for  your  patience.  If  ; 
can  be  of  assistance,  please  feel  that  you  may  give  me  a 
call. 


erely , 


Bill  Clinton 


v-jU^-^t&v^. 


BC:cg: th 


DKSN02t:05 
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Maj    23,     L985 


mote  r 


STATE  OF  A.RKA.N5AS 
OFFICE  OF  THE  GOVERNOR 

Siatt  Capuot 
Lull*  Rock  72ZOI 


Li«ater,  lac. 

A/Holding  Company 
12  Louisiana  ScreeC 
lttle  Rock,  AR   72201 


Bill  Clinton 
Governor 


n 


Dear    Dan: 


I  received  your  letter  recommending  George  Wright,  Jr 
for  an  appolntaent  to  the  Arkansas  Development  Plnance 
"Authority  Board. 


I\will  give  your  recomnenda 


making  appointments  to  this  new  board 


Ion  'full  consideration  when 


Thank  you  for  your  Interest  and  for  your  patience.  If  t 
can  be  of  assistance,  please  feel  that  you  nay  give  ae  a 
call. 


DKSN026615 
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ARKANSAS  STATE  POLICE 

COMMUNICATION  SYSTEMS  FINANCING  ALTERNATIVES 

OCTOBER  1,  1984 


We  have  spent  a  considerable  amount  of  time  in  an  attempt  to  locate  a 
feasible  financing  program  for  our  proposed  communication  system. 
Several  firms  have  discussed  the  various  financial  aspects  of  this 
system,  and  some  alternatives  are  listed: 


A  n     niirwiflhr     Pin*f*hil  T  ft 

— nil    uutf  iyni    pui  ^iiu  jc 

2.  Lease  Purchase 

3.  Escrow  Funding  -  Lease  Piurc 

4.  Issuance  of  Debt 
5.-  Certificates  of  Partici 


A  detailed  schedule  of  the  varl 
information. 


f  ai 


tion 
oils  al  ;ernat1ves  are  attached  for  your 


DKSN017816 
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ACT  8  V    1985 
A  Bill 


Seaca   of   Ar'tanaas 

75ch   Ceneral   Assembly 
Regular    Session,     1985 

Jol.ic    3udge:    Coamiicae 

As   engrtssed    ?/?!?/•* 


S3.5 


For  An  Act  To  Be  Entitled 

xh  act  authorizing  the  leasing  of  cnnmniCATions  rn»r;>*.r.vT 
■<s  •jLi>Air:.ii.,K  at  .m  ap.zaihai>  ±y*"i  ail. 


the  payment  a.vd  szcrity  or 

FOR  OTHER    PURPOSES." 


3E    IT    ENACTED    BT    THE    GENERAL   ASSE-MBLT  OP   THE    STATE   OF   ARXANSAS: 


SECTION    I. 


This  Act    shall 


-SZCTTSN    J. 


cnsr.T  or  r.fr  rct'r.'f^v-;  ; 


ba    Vac-ri  and  oay   be  cited  as   z.'-.e 


Department   of  Arkansas  State  Pal icelCsnminicat ions  Fcuipment   Ceasing  Act". 


'he  Oej.eraJ   Aaseabl y    ffsaeta — fa;    i.:ac 


BTilTi.-?-  csrs* 


I2|     .■aunicationi   aq-u.pcant   used   Sy    the   Oecartaent   of  Ar-teansas   Stata  Police \(i) 
3|     ha*   poor   radio  coverage,    (ii)   has   the  ?roblaas  cf  public  nonitori.-vj  and  lack 
*     of  os.m\r  friveey,    etat   (Hi)    im  subject   to  tinauehoritetl  usage  aoi^intarferance 
from  other  parties;   and   (b)    that  portions  of   the  existi.iq  communications 
equipment   are   (ij   Mora   out,    (ii)   obsolete  and  expensive   to   repair  a\id\  main- 
tain,  and   (iii)   specially  designed  nohile  and  portable   units   havi.rg  limited 
utility. 

he  General   Assembly   hereby  determines   that1 
:c*c ions   equipeent    for  the  enhancement   of  state 
essentiaI\co   the   safety  and  welfare  of   the  people  of   this  Stats.     \  _£ 

r 

cnjnica 

comaunlications  aquip 
financing   the  same   is.  by 
authority   of   this  Act. 

SECTION   J.    DEFINITIONS, 
aeanir.g  clearlu   appears  from   the  ccntwjrt: 

neans    to  acquire   (by   lease,    lease 


DKSN018J93 
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\s  fflw,.?.sri> 


construcz ,    repair,    alter,    i.-.szall,    reszore   :c  placf  on  any   lar.* 
■\buildi.~.g  or   -soeor   vehicle  any   communications   iquipr.er. 
Ridding   upon   such   terns   and  conditions  as  are  lietsrni.-.ed 

be   ia  the  oast    interests  pf  the  Department  and   Crat  »i 
serve   tAe  purposes   of   this  Acs. 

"Acs    231"    means   Act    2Ji    or    1945,    a»   sw 
anendad. 


^y    ne^ocijcion   or 


L.T   effecs  or   as   hereafte 


~"  Commission"   means   the  ^r^i/isas!  Stjte  ?oiice  Comnissiort,- 
hission  created  by  Acs   231,   or  any  successor  agency. 

"Communications   rcuipment"   .:«ans   public  safety   communication  Equipment 
and   systems;    including   buildings,    structures/    furnishings,    and  fixtures 
used  directly  for  public  safety  purppses   in  connection  with   the  operation 


purpp. 


thereof,    including,    out   not    limited  to,   radio  broadcast  and  receiving, 
telegraph,    television,    teletype 


microwave 


ansmission,    and  similar  syste.ris 
ccnnunication   by   voice,    or  conveyance   of  words,   signals,    or   inaqes)  by 
ectronic   or  electrical 


cost-,   as  appnen   zo  coanunications  aqulpnenz,  means  Ufa  includes  any 


and  all   costs  of  such   equipment   and,   without   Uniting  the  generality 
foregoing,   shall    include  the  following: 

TT)     ill   easzs  Bf   cia  acquisition  of  any  sue.':  ti.mi.iu- 


ef  the 


nmcessaz 


*H 


•at ions  equip- 
ment and  all   costs   incident  or  related  thereto;  \ 

lii)   the  cost  of  architectural,   engineering,   legal  and  relasted 
services;   the  cost  of  the  preparation  of  plans,   specifications,   stu- 
dies,   surveys  and  estimates  of  cost  and  of   revenue;    and  all   other 

or  incident   to  planning, ~~pcov id iJig^cr  determining 
the  feasibility  and  practicable 

all  costs  paid  or  incurre 


\ 


J6~~=^ct 


■    v5 

ie  ^ 

communications   equipment,    including  oud-cr'-pceket       N       v 
of  financing,    legal,   accounting,    financial   advisory .^\  ^} 
<in<f  consulting^f^es^expenses   am'  disbursements;   the  cost  of  any  i policy     X 
or"   insurance,    letter  of  credit   or  guaranty;    the  cost  ^or  printing/, 
engraving  and  reproduction  servicBS-j_and   the  _gosfof   the  initiaa   or  yt 

acceptance   fee  of  any   trusrae*  or  paying  agent.  /  \A  ^ 

■yjeoartnent"   means   the   neparsment^of  Arkansas  State  Pol^ee,   created  by     f\ 
JjiV  *n<i  inV   successor  aqe~r.cy.  ~~    


DKSN018194 
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vgsc^ssd  3/ 


Dirtczor"    cear.s    the   ni-^czor  of   zhe   r.eparzner.z   r.f   ;_-'<i-sjs    Tejce 
Police. 

ease    it   Zease-P'.rchase  Agrsener.t"   p-jns    the  czr.zri 
ission   ta  xczuire   the  ccnru.-iicazions   ecuir.-enc. 
"lease  Paynents"   means   payments   so  be  rada   by    the  Zezarzr.er.z   frt 
pledged   revenues  or  oc.":er   legally   available   sources    to  pay    ccszs  of  6pm- 
munlcations   equipment. 

"Pledged  Revenues"   mans   all    revenues  authorized   by   Section^  c 


ct    to   be   pledged  for   the  secir 


ity   and  payment   of   zhe  laasm. 


SF.cintt  4.      m  addition  eo 
forth  elsewhere    in  this  Act  or 
authorized  and  empowered   tor 

(a)      Acquire,    constru 


powers,    purposes,   ar.z   authorities  set 
in  ovher  laws,    the  Commissizn   is   hereby 

It,    lepair,    renovate,    altar,   mai.-.tairrand 


equip  communications  equipment   for  use   by   the  nepa—zent,   provided   that 

^communications  equipment  azquiied  under   the  authority   ofthji  Act  shall 

noe   be  usetl  for  the  transmission  of  telephonic  messages  which  bypass 

the  public    telephone  network. 

(b>      Contract   for   the  lease,    lease  purchase  or  purchase  of 

■ecH 


the  con- 
ied  by 


munications  equipment  on  such    Coras   and  conditions  as  are 
this  Act  and  approved  by   the  Director  with   the  consent  of   th 
Commission  and   to  provide  for   the  payment  of   the  cost   of  acquisition 
from  any  legally  available  source  or  sources,    including,  without  limi 
tation,    the   revenues  authorized   by  Section  !T~ot^ihis  Act,    and  funds 

made  available  under  Act   231 

the  communications   equipment 

e,   acquire,    lease,    lease  purchase 

ions  of,   or  otherwise  acgu 
•    personal    or  mixed)   and 
Property  ; 

(d)  Contract  anaKbe  contracted  with; 

(e)  Apply   rorXreeeire>^accepe   and  use 
Trom   the  Government   of\hennlt^d~s^3rres-of  ™ 

»cace  or  governmental   body   or^olitical    subdivision,    any  public  or  ?r%-^ 
■>£te  corporation  or  organizatonof^aau^nature,   or  ar^^ihdi/ idual ;  (\ 

{Si      Invest   and   reinvest   any  of   its  rtoneys   (  i-   securities,   obli* 


DKSN018195 
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78CS3&5    3  T'Vj 


9 

10 

11 

12 

13 

14 

IS 

IS 

17 

18 

19 

20 

21 

22 

23 

<t< 

24 

V 

i» 

:■  * 

it 

i  27 

hv 

1  » 

tians,    banking   arrangerents  or   investment   agreements   select- 
Commission) ; 

(g)     :iake  and  execute   ill  other   ir.srr~r.encs   -.scsssary   . 
~r.e   performance  of    its  'juries  and   the   exercise  of    its^x 
functions  under  this  Act: 

(h)      Zn  connection  with   the  acquisition  and  financing 
of  communication  equipment,    employ   actorneus ,    accountants. 


•    :y    the 
f 


ters.    and  financial   advisory,   and  such  other  advisors,   ccns 

agents  as  nag   be   necessar-j 

compensation; 

( i)     Procure   insurance 
property  and  other  assets, 
mag   deem  advisable,    includi' 
insurance. 

(j)     Procure   insurance 


in  its  judgement,   and  to  fix  then 

agaiinst  any  less  in  connection  • 
n  such  amounts  and  frsm  such  Irs 
7   t»  power   to   pay   premiums  en  l 


vanzenz 

and 


rf    the   costs 


■-•.*■:  a  oris,    and 


t.-.  its 
rsrs  as   it 
:y   sue.1! 

F 


or  guaranties  from  any  public  : 
^entities,    including  any  department,   agency  or  instrumental: 


United  States  of  Ar.erica,  ;o  secure  payment  of  any  lease  en- 
uhder  the  authority  of  this  Act,  including  the  power  to  pic 
any   such   insurance  or  guaranty; 

(k)  To  arrange  for  the  use  of  such  communications  equi 
any  federal ,  state  or  local  governmental  agency  or  any  othe: 
fsom  time  to  time,  as  any  of  such  communications  equipment  : 
needed  by  the  Department ,  and  to  collect  fees  and  charges,  i 
Commission  determines  to  be  reasonable,  in  ci 
ng  communications  equipment  by  any  other  pe 
(1)  To  cooperate  with. and  exchange  serv 
tral,   state  or  local   governmental   agency 

ke  such  other  action,    not    inconsistent  with  law 

necessary  ^convenient   or  desirable   to  carry  out   the  pavers, 

thorities  sec   forth  in  this  Act  and   to  carry  out  the  inte. 

\dx.      All   such   powers,    purposes   and  authorities  set   fortfi  a. 

3   the^cpntracz-ingfor   the  lease,   purchase  c. 

chase  of   the  communications  equipment-; — na-q~~Se  carried  or 


r  zt 

tred 


the 

into 


:remijms  on 

•eant  by 

person, 

s  noa 


"s   use  of 


jcion  with 

^ 

as  nay   be 

rurooses  and   } 

iz-re ,   exceot^\  y 
lease-     '      0 

x/the 

V 

(a)     The   lease  payments  and  other  costs   relatin-   zo   the 


^ 
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ssnaunicaeicns   yjuipnent   shall    be   secure  solely    ry   a   lien  on  and   pledce  of 
ail    revenues   derived    'rem   C:e   'oiic--'i.-w   'ees   arc?  charges   fixer4,   and    it-.pbsed 
i*   Ac:    ?3   of    1027 ,    as   new  or  hereafter  anended   [Ark.    Stats.    '7S-320ja) 

Hears — »*iT9/. er   r"*"'"-!-    -i  jny    gnh»g^--— ir    ■j-mi'j-    'jm. rfhT1*   rr-   hereby 

confirmed,    ratified,    fixed  and   imposed,   and  which  are  as  follows:    (a) 
operator's   or  a  motorcycle' s   (driver's)   license   for   tvo   years  -  $5.00, 


chauffeur' s    licensm    fir    rwn    yMfi    -    S 


nenci.Ty  on   the   first  day  of   eke    aonth 


(d)    an  operator's  license  or  a  notorcycle's 
and 


more   than   tvo   years   -   $2.00; 

Uicense  foe  four  years   -  $12.00; 

years  -  $20.00;    the  pledging  of  such 

revenues"!    beirg   hereby  authorized,    rtb  earlier   than  July    I,    igaS,    tut   cora- 


(e)  a  chauffeur's  license  for  roup 
revenues   fcoiiecti-zeiy    the   "pledged 


0.00;    (c)    untor   seggrmr   lieanse    for 


next  succeeding  the   execution  of  any 


leasing  agreement  authorized   by    xhis  Act,   all   pledged  revenues  are  hereby  spe- 
cifically declared   to   be  cash  fu.ids   restricted   in  their  use  and  dedicated  arc 
be   used   solely  as  provided  and  authorized   in   this  Act.      Ho  earlier  than 
198S,    but  commencing   the]  first  day  of   the  month   next   succeeding  the 
execution  of   the   Lease   hereunder  and  so  long  as  Lease  Payments   remain  to   be 
paid,    the  pledged   revenues  shall   not   be  rfepositerf   into   the  Statu  'rreas:rv  and 
shall    not   be  subject    to   legislative  appropriation  but,    as  and  when  received 
Cbgthm  Comnissloner  of  notor  Vehicles,    by   the   Department   of  *otor\ Vehicles, 
by    the  Department,    by   the  Commission,    by  the  Conztissior.er  of  Revenues, 
-department   of  Finance  and  Administration  or  by   any  other  State  agencg-r  as   the 
case  may   be)   shall    be  deposited   in  a  bank  or   banks  selected   by   the  Department, 
fa.  the  credit   of   a   fund  hereby  created  and  rfesianated-as^the   "Depart.-iene  of 
Arkansas  State  Police  Communications  Equipment  Lease 
referred^p  as   the   "Lease  Fund". 

Pjyaents^eo   cover   the  costs   under  the  Lease  Agreement   shall    be  paid  free 
the  Lea 
costs   i  nder   thex 


fiscal 


^Agreement  are  properly  made  on   the   last  day  of  each 


:er' s  requirements  shall    be  withdrawn  from   ch 
"reasury  as  spec  iaj^revenues   to  /the  c^ 


cuarter,    th^ 
reserve    of   30%   of  a  fis^sal 
Lease  lund  and  deposited 

dit  of 

paycemts   remain   to   be  paid,   all   moneys   in   the  Department   of  Arkansas  State         (\ 

Police  Spmmunication_Equipnent   Lease   ~und~~shalX_he  usenVsoiely   for   the   pay  nee:    v 


payments,    and  other  costs   in  connection  with   the  lease,   with   ths 
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'•cptssed  )/:o  -35 


«.3. 


••^S 


r*ir.c*r-ir.cs  of   necessary    f\ir.ds  and   reserves,    except    that   the   lease   -ju   provi-j 
for   the   withdrawal,    foe  ot.'ier   iawfui    purposes,    or    surplus  ,-ior.eys,   asHief ir.eri 
the    lease.      nothing   in   this  Section   5   is    intended   to  prohibit   the 
:r.rnc    frr.m    investing   none-js  deposited    into   the   neoartr:ene^of^Arka\ns. 
State  Police  Communications  Equipment   Lease  Fund,    as   provided   in   this  \Act 
The  provisions  of   this   Section  shall   expire  upon  payment  of   the  final   costs 
authorized   under   the  aio regent ioned  agreement,    and  any   balances   remaining   in 


tile  Department  of  Arkansas  Statel  Police  Communications  Equipment   Sease 


ihall    be  deposited   in   the  State 
Arkansas   State  Police   Fund  as   a 


Fund 
^rea.s!ury  to  the  credit  of  the  Depar\me\ne  of 
non-revenue   receipt. 


(b)     So  long  as   there  are   t smaiAing  any   lease  payments   to   be  nade,    the 
Central   Assembly   may   eliminate  or  change   the  driver's  license  fees   referred 
to  as  pledged  revenues  above,    under  Act   28  of   1973,   as  now  or  hereafter 
~±manded,    or  any   subsequent  similar  lav,    but  only  on  condition  that    t/Sejre 
is   always   maintained   in  effect  and  made  available  for  the  payment  of   lease 
pabwonts  sources  of   revenue  which  produce   revenues  at   least   sufjjdient 
amount   Co  provide)  for  the  payment  when  due   of   the  lease  payments. 

SECTION  S.      The  Commission  shall   submit  any  contract,   agreement, 
proposal,   as  authorized  by   this  Act,    to   the  Arkansas  Communications  Stiudy 
domaittee  and  to   the  Arkansas   Legislative  Council   prior  to   any  obligation 
-being   incurred  by   the  Commission  for  their  advice  and  counsel. 


SECTION  7.      This  act  shall    be  liberally  cons, 

1$   and  purposes   thereof  and  shall    be  the  sole 

accompl  ishmerrt  of  such  purposes,     ^o   this  end,    it 


u 


other  laws  dealing  with 
sition,  construction,  1, 
Commission  shall  comply 
t   Ho.    884   of   1977,    as  ai 


comply 

and  publ 

or  dist>os 

(a)   th 

of  Act 

under 

or  P.eqk 

evaluating   the  same,    to   the  Admin 

of   the  ^Department   of  Finance   and  Administr-acion  for  his  or_Jjer  review  and  y. 

\  -  —  vV     \ 

yi^apftroval    prior   to  any   obligation   being    incurred  hy    the  Commission  or^v^ 

■         'J 


any  communications  equipment  authorized 
e  Commission  shall   submit  any  Invitation    ^. 
posals,    and   the  "procedures   to  beAsed  z)^ 

aeor  of   the  Office  of  State^Purchasing^\r-\ 


6 
'it 
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:<1PCS3E3   3/20/9S 


the  Oaisastsmnt  as  such  obligation  relates  "o  any  icqu is iz :on  authorized  and 
Warine^   "Jy   ehis  Act.   The  enuneraeion  or1  any  object,   purpose,   power, j 
rtathotl  and   Cii.-^  ahail    not    oa    ieer.ed   zo  excl-de   li'<a  cr  sinilar  objects. 
purposes.    .n:uif(,    manna  rr,    Tc'rcrfr  09  Shiagm 

SECTION  8.     The  interest  porzion  of  any  costs  of  acquiring  communications 


T"  *££$"*■  au£hot\ixad  *»j  *m«  J/-, 

c/pal    income,    inheritance  and 


);t    Arr ,    Si 
\nd  estate 


shall — *m  arannt   fron   rffjta.-_gou nty 


SECTION  9.     The  provisions 
severable.      If  any  provision  of 


it  t. 

shis 


■CTION  in.  This  Act  shall 


is  Act  are  hereby  declared  to  be 

Act,   snail   be  held  invalid  or  inappli- 


and  muni- 


cable  to  any  person,  first  or  cirzumsiance,   such  invalidity  or  inapplicabi- 
lity shall   net  affect  the  validity  ot   applicability  of  the  remainder  of  the 


the  complete  and  Miff   mir*""-***}  forj   the 
accomplishment  ot  the  purposes  hereof.     To  the  extant  that  there  is  a 
conflict  between  the  provisions  of   this  Acs  and  Act  Ho.   231,   the  proviisic 
of  this  Act  shall  govern.     All   laws  and  parts  of  laws  in  conflict  heraWith 
ar/a  hereby  repealed  to  Cm  extant  of  such  conflict. 


SECTION   11.      The  Seventy-Fifth  General  Assembly  hereby  finds  ana 
23     declares   the  present  communications   equipment  tor  the  flepartsent   is  not  ade- 
there   is  an  urgent   need  that  oodero^  comBiunicat  ions  equipment 

inue  tb~~oarry^out   its  law 
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MINUTES  OF  ARKANSAS   STATE   POL tC: 
APRIL  4,    198S    -   PAGE   3 


COMMISSION  MEETING 


NEW  BUSINESS:      (Cont'd) 


Legislative  Report   (cont'd) 


House  BIT   It   -  Allows   for  30-year  retirement  at  any  ana  ,wTth 


no  penalty 7 

I 
House  Bill    399  -  Classifies  as  a   felony  the   Installation  of 
booby  traps  on  a  person' s  property  or  property  of  another  psrson. 


Criminal    Investigation  Oi/islon  Report 


The  regular  monthl 
was  not  available  but  Colone 
operation   In  Chicot,   Drew, 
afternoon,  85   falony  warrants 
served  as  a  result  of  a  thre 
were  confiscated  In  the  oper 


State  Pol  Ice  Communications  Act 


House  8111   944,  whl 
Governor,  authorizes   the  Stat 


.  for  the  Criminal    Investigation  Olvlsu 
In   gave' a  brief  report  oh  an  undercover 
>y  Counties.     He  said  as  of  yesterday 
ig  violations  were  belnq  processed  and 
investigation.     Also,  several   vehicles 


agreement  In  connection  with 
The  leasa  payments  and  other 
u<n   h»  pjiH  hy  r.a.nii.  <irriJrn   frotn  driver's   license   fees   to  be  ded. 


ch  has  not  at   this   time  been  s.lgned  by  the 

e  Polt:e  Commission  to  acquire  communications 

equipment  for  the  State  Police  and  to  enter  into  a  lease  or  lease-purchase 


the  acquisition  and  financing  of  the  equipment 
costs   relating  to  the  communications  equlDme/t 
■  r's   license   fees  to  be  dedlsj-ted 
for  that  purpose  beginning  July  1.   1985.     The  money  will   be  deposited  1n  i 
bank  or  banks  and  be  designated  as  the  "Oepartment  of  Arkansas  State  Police 
Contnunlcatlons  Lease  Fund."     The   funds  will   continue  to  be  dedicated  until 
the  equipment  Is  paid  for.     There  Is  no  time  limit  set  for  payment  but  It 
Is  estimated  that  It  will   take  ten  years. 


Motorola,  wh 
considered 


The  Act  will   allow  the  Commission  to  continue  negotiations 
which  1s  the  sole  supplier  of  the  800  MHz  system.being 
I  by  the  Oepartment. 


The  Commission  also  has   the  authority,  under  the  Act,   to  employ 
rneys,  accountants,  underwriters,   and  financial   advisors  as  may  be 
ssary,  1n   Its  judgment,  and  set  their  fees ;  but  the  Commission  feels 
In-house  expertise  should  be  utilized  whenevet-oosrlble. 


attorney 

nece 

that 

The  Act  will   also  allow  the  Commission  to>«c^ed  wTchojjt  adhering 
to  normal   state  processes,  but  prior  to  any  obligation  bet*glneur>*<  by  O 
Commission,  any  contract,  agreement,  or  proposal   must  be  submVUec 
Communications  Study  Committee  and  Legislative  Council    for  their  - 


3d  to 
He 


th 


A  recommendation  was  made  that  a   financial   team  be  select 
sotw  as^upsslble  so  that  they  may  be  Involved  inane  negotiations  wl 
MotoS^a. 

IfteVeJengthy  discussion  between  members   of   the   Conrnissi 
Hr.  Ed  Erxlifeen  anSkHr.  Oudley  Meadows  of  State  Purchasing,  and  reo/esentative  ; 
of  several   f1nS<ic1al>inns  concerning  procedures  to  follow  r«'»t1nt/ to  the 
acquisition  and  NflanclngW  the  communications  equipment,  the  Coiftniss  on 
agreed  to  begin  Innate  lyWc^process  of  selecting  a  flnancja-r  1 
to  handle  the   flnancln 


The  Coimilssion  ag"K|d  to  solicit  proposals   from  only  those 
companies  doing  business  1n  ArHrisas. 

A  letter  will   be  mailed^e-uiaj^  April   8,   J^S  toflrj^Jal 
Institutions   in  the  state   seeking  proposalsT-wUh.  J   cut-fl-U-WT-e  °r 
eeks  from  da-te  of  letter  for  proposals   to  be  recced. 
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MINUTES  OF  MEETING  OF  FINANCIAL  SCREENING  COMMITTCE  FOR  COMMjtRIGATlOHS  SY'.Tril 

May  3,  1905 


\       The  following  members  of  the  Committee  met  on  May  .3,. 1965  1n/th 
Opard  Room  of  State  Police  Administrative  Headquarters,  3  Natural  Rejouro  s 
dHam  In  Little  Rock: 

Colonel  T.  L.  Goodwin,  Co-Chairman 
Major  J1m  Tyler 
Mr.  David  Hose  ley 
Mr.  Ed  Erxlebon 

idows 


The  meeting  was  convener 


The  Committee  reviewed  ejach 
\rkansas  State  Police  Communlcatl 
prior  to  the  cut-off  date  of  9':00 


at  9 


:30  a.m. 


fl 


».m. 


After  discussion  of  all 
Major  Tyler  that  the  firms  (alphabbtica 
First  Capital  Resources;  Raney,  Hujt ton 
be  presented  to  the  full  Screening 
Motion  was  seconded  by  Mr.  Meadows 


The  Committee,  however, 
publicity  ond  admission  of  guilt  b 
would  be  perceived  by  the  public 


nanclng  proposal  for! tho  new 
ohs  Syktem  which  had  been  submitted  on  or 
April  22,  1985. 


}ropo>als,  a  motion  was  made  by 


Hy  listed)  of  Dabbs  Sullivan-, 
Lasater;  and  Stephens,  Inc. 
Comm  ttee  for  their  consideration. 
Mo  Ion  carried  unanimously. 


ai  d 


ltd  eipress  concern  as  to  the  recent 
'  the  firm  of  E.  F,  Mutton  and  how  II 
the  financial  community. 


"The  meeting  was  adjourned  at  11:15  a.m.,  May  3,  1985. 
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STATE  POLICE  PROPOSAL   ftNflLYa!: 
=73*eSS.iNC. 


PROCEEDS   INVESTMENT  RATE 
LEES  TliON   1   YE/Vi 


1   TO  S  YEARS 


OlSCOLNT    INTEREST  RATE 
RESERVE  RjND    INTEREST  RATE 


a.scr. 

10.007. 


10.007. 
1Q.007. 


•7. 
=37. 


!   =37. 

:  =37. 


INITIAL  EQUIPfENT  PAYMENT  FbND  = 
INITIAL  RESERVE  FUND: 

VALUE  N£T  PAYMENTS^ 


OATE 


MO     YR  NO 


ii    as 

i 


35 

56 

36  9 
36  10 
36 

e&    12 


23. 
(1. 

<ia. 


1100.000 
L11.000) 
9e.396) 


NET 
3AYMENT 

G 

0 
0 

-9- 


CLMJL-" :  -= 

PRESENT  =R£Ei.';T 

VALUE  *.-__= 

N€T  cT 

FAYMENT  PA-  -E-  ." 

0 

a 
o 


a 

153.242 

317,067 

a 

Q 

0 

IS3.242 

931,G9e 

0 

U 

a 

153,242 

1.146.289 

G 

G 

(1.596. COO) 

(1 

.437.753) 

(233 

•349) 

(265 

143) 

(2== 

153,24? 

0 

Q 

C^Sr- 

/           3 

144,075 

303,433 

0 

G 

(26? 

/            ° 

144.075 

449,662 

0 

G 

(26= 

/            ° 

115.742 

563,509 

0 

0 

(26= 

;               0 

115.742 

633,353 

a 

a 

(26= 

(1.601.000) 

(1 

.46S.253) 

0 

(792 

025) 

(705 

149) 

(97C 

0 

82.403 

32,403 

0 

G 

(972 

0  (3,222  =  r 
79,674)  (4.4G2  ==5 
(7,040)    {Ljjxfz^ 
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.fi-'av-cS 
a<?-Mav-65 


STATE  POLICE  PROPOSAL  ANALYSIS 
R^EY  -  HJTTON  -  LASS  ITER 


FFP5    WmSBSW  cat" 


LESS  THAN    1    YEAR 
1   TO  5  YEARS 


OISCCLNT    INTEREST  RATE 
RESEgve-n-f'O    1NTLTE3T  RATE 


INITIAL  EQUIPfENT  PAYr-ENT  FU^C 
INITIAL  RESERVE  FINJ: 
L-hRESENT  VALLE  NET  PAYMENTS' 
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39-fav-aS 


STATE  POLICE  FRCFOS-^-  ANALYSIS 
DAeeS  SULLIVAN  -  PROPOSAL  I 


PROCEEDS  INVESTMENT  KATE 


LESS  THAN  1  YEAR 
1  TO  S  YEARS 


OISCOLNT  INTEREST  RATE 
RESERVE  FLN3  INTEREST  RATE 


=  .bu7. 
10.007. 


la.cnr. 

10.007. 


/1TJAL  EQUlFrENT  FAYrENT  Fii^O  = 
INITIAL  RESERVE  FINJ: 
PRESENT  VALUE  NET  PAYMENTS: 


TOTAu 


a.  i: 


73. 
2 

(19 


CCO.QCG 

'66.953 

997,113) 
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o  (ie.oai.96o) 

Q   (ie.D81.9cb) 

u  (i8.aai.,ri6) 
o  (ie.oei,ctb) 
o  (le.osi.-rio)/ 

<4=&,016><ie.537.962 


Q  i IB. 537, 962) 
Q  (IB, 537. 962) 
0  (IB. 537, =62) 
Q   (16.S37.9S2) 
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STATE  POLICE  PROPOSAL   ANALYSIS 
DAS3S  SULLIVAN   -  PROPOSAL    I: 


EONS^fROCEEDS    INVESTMENT  RATE 
L222,  Ti  AN    I    VCAR — 


1    TO  5   YEARS 


OlSCOLNT    INTEREST  RATE 
RESERVE  FLM3    INTEREST  RATE 


10.G07. 
10.0G7. 


INITIAL  EOUIFMENT  PAYMENT  FLNO- 
INITIAL  RESERVE  FLNJ: 
PRESENT  VALLE  NET  PAYMENTS: 


OATE 


MO      YR  NO 


3O0 

PAYMENT 


NET 

REvEI^LE 


65 
£5 

es 
es 


1C  63 

11  65 

12  65 

1  56 


0  204 

..473)    (1.653, 
0  190 

-a w&i 

a        i9o 

0  190, 

0  190 

(1,639,610)    (1,649, 

TJ 


724 
91S) 

555 
■553— 
556 
553 
553 
C52) 


204,724 


23,OGO,C0O 

2.^66.933 

(20. 561. =33) 


CLMJLATIVE 

PRESENT  PRESENT 

VALLE  VA4_lE 

NET  NET 

PAYMENT  FAYMEN* 


190,555 
352 i 4L5 
575.732 
770,266 
966,353 

a 


0  0  G 

(1, 4*47, 741)    (1,423,910)    (1.423.910) 
0  0      (l.423.91Gy 

-S 0 — (i.423,-Mu) 

Q  0      (1,423.910) 

o  o    d,423,:':a) 

0  0      (1.423.910) 

IU)        (632,413)    (2.056,223) 

T3 0 — r?7fl5*T323> 

(2,056,  ";23> 
(2,056,323) 
(2,056,323) 


n 
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3 

£6 

34 

0 

23.C56 

46.279 

0 

I 

(6.367,574) 

i 

as 

-7C 

0 

23,0=8 

69.664 

0 

u 

(6.367.574) 

5 

56 

36 

0 

23.G56 

93.216 

0 

2 

(6.367.574) 

6 

88 

37 

Q 

23,056 

116.934 

G 

G 

(6.367,574) 

1 

38 

36 

\l 

638 

460) 

(1 

615,402) 

0 

(1,697 

640) 

(1.233 

450) 

(7.6G6.G54) 

3 

68 

39 

\ 

0 

23.055 

•23.053 

Q 

u 

(7,606,0=4); 

9 

ea 

88 

40 

41 

0 

23.056 

46.279 

0 

G 

(7,606,054/ 

1G 

□ 

23,05a- 

69.6*4 

— 8— 

— 3- 

— ( 7 1 60670=4  > 

11 

£8 

42 

0 

23.G58 

93.216 

G 

3 

(7,606.054) 

12 

68 

43 

0 

23.0=6 

116.934 

a 

G 

(7.606.054) 

1 

e? 

44 

(1 

662 

229) 

(1 

639.171) 

3 

(1, 

721 

4G9) 

( 1 . 194 

520) 

(8.600.874) 

2 

89 
69 

4= 
46 

U 

23.056 

23.053 

0  ' 

G 

(8.600.374) 

3 

U 

Z3.G53 

46.279" 

a 

u 

lo.bL0T83A> 

& 

89 

47 

0 

23.053 

69,664 

0 

G 

(3,80C,874\ 

5 

69 

46 

0 

23.056 

93.216 

0 

u 

(8,e00.674)^ 

6 

89 

49 

0 

23.G58 

116,934 

a 

0 

(8.e00.874) 

7 

89 

50 

(1 

828 
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MINUTES  OF  ARKANSAS  STATE  POLICE  COMMISSION  MEETING 
MAY  10,  1905 


A  special  meeting  of  the  Arkansas  State  Police  Commission 
i>4S  lieiil  on  May  10,  1905  in  the  Board  Room  of  Arkansas  State  Police. 
Ailmi n i s Crarrrve- Headquarters,  3~Natural  Resources  UriveT 

The  meeting  had  been  called  to  hear  oral  proposals  from  the 
four  financial  firms  thai  had  been  selected  hy  the  Financial  Screening 
Committee  for  consideration  hy  the  Commission  to  handle  financing  for 
the  Arkansas  State  Police  Communications  System. 


The  meeting  was  called 
/Chairman  Rill  Simpson. 

MEMBERS  PRESENT: 


o  order  at  1:35  p.m.  by  Conmission 


Oil  I  Simpson,  Chairman 

James  0.  Mashburn,  Vice 

Minthrop  Paul  Rockefell 

Chester  llynes 

Johnny  Ml t chum 

Gene  Raff 

James  M.  Tennyson 

'01. ICE  PERSONNEL  ATTENDING: 

Colonel  T.  L.  Goodwin 
1aj or  J  1»  Tyler 

Lieutenant  John  Chambers 
Sergeant  Bill  Young 
C^-poral  Van  Dyer 
Mr.  David  Moseley 


Cha  i i  man 
r,  Sicretary 


OTJIERS-TrTTEHnTHG: 


notified. 


Mr.  Ed  Erxlehen.  State  Purchasing  Office 
Mr.  Dudley  Meadows,  Stale  Purchasing  Office 
Mr.  Mike  Stormes,  State  Budget  Office 

The  Chairman  confirmed  that  the  press  had  been  officially 


r\, 


NOTES  OF  FINANCIAL  SCREENING  COMMITTEE: 


Major  Tyler  read  the  Minutes  of  a  meeting  of  the 
Screening  Committee  held  on  May  /,  1985.  The  Committee  had  selected 
four  financial  firms  to  present  oral  proposals  to  the  Couwiss  k  v 
The  ft 


Coiimil 


canit 

A  Joint  Proposal  from  T.  J.  Raney,  E.  F.  Mutton  and 

lasater  and  Company 
Stephens Vsfnc  ,\ 

Commissioner  "ilynes  nioyed  that  the  Minutes  be  accepted 
Commissioner  Tennyson  seconded.  Motion  carried  unanimously. 


Commissioner  S^l«psor^^expressedSp7>lec^aLion-l^r^he  Screening 
lee  for  the  time  and  effort  .they  had  expended. 
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MINUTtS  OF  ARKANSAS   STATC   I'OLICE   COMMISSION  MELT  INC 
MAY    10,    1005   -   I'AOE   2 


PRESENTATION  OF   PROPOSALS : 


~~~  Coiimi  ss  i  tinet — Simpson-announeed-lhe-erder-of^  presentation 

the  oral    proposals  anil  slated  Ihal   Hie  order  had  been  deteimined  by  a 
drawing,     lie  also    informed  the  participants   that   their  proposal   would 
he   limited  to   30  minutes  with   IS  minutes   allotted   for  questions   and 
answers   after  each  proposal,     lie   requested  that  only  representatives  of 
the    firm  presenting   the  proposal   be   in   the   room  during,   time  of 
presen  rati  err 


The  order  of  presentatioi 


1.  Oabhs  Snl I ivan 

2.  Stephens,    Inc. 

3.  first  Capital   Resc 

4.  T.  .).  Raney,  E.  F. 


Nut  Ion  Lasater  and  Company 


During  the  presentation  (if  Rai 
were  questioned  concerning  the  federal  i 
utton  firm.  Mr.  Steve  Claihom, 
— manager  of  Nut  ton's  Houston,  Texas 
Commission  that  the  practices  whicl 
three  years  ago  and  were  slopped  ii 
sVid  steps  had  been  taken  to  ensure  Llii 
hauls  involved  received  full  rest  i  jut  ioi 
nvoTv 


sen 

Pub  I 

rest 

medl 


as  follows: 


cy,  llullon  and  Lasater,  they 
harges  of  fraud  against  the 
or  vice  president  and 
c  Finance  Division,  told  the 
lied  in  the  charges  occurred 
tely  when  discovered,  lie 
I  il  would  not  recur.   Al I 
plus  interest.   1 1  did  not 
ic  f  fnanCL^Oivisiorr >/as^not 


i  n  vo  I  ve~t  1 1  en  t  s '  -money-anil  the-  Pub 

involved.  He  stated  thai  the  company's  reputation  had  not  been 
damaged  by  the  pub) Icily  and  told  of  two  large  bond  issues  in  which 
they  had  recently  been  involved.  When  questioned  as  to  whether  the 
fines  and  restitutions  bail  damaged  the  company's  financial  base, 
Claihorii  noted  thai  the  fines  and  penalties  were  12.7  million  and 
ta  mi  1 1  ion  had  been  al  lotleil~fbr_fesl'i  tut  ion  payiuehlsV  and  thfs^loral; 
loss  than  one  percent  of  the  company's  II  billion  cap i t al  base. 

/        After  all  proposals  were  presented,  the  Coniiiission  entered 
Anto  a  discussion  of  the  proposals  with  representatives  of  all  firms 
present. 

Coiimissioner  Johnny  Mitchuin  had  prepared  a  brief  summary  and 
^comparison  of  the  four  proposals  and  distributed  copies  to.  the  Coiuuiss  ion. 
iHs  conclusion  was  thai  they  must  accept  the  best  concent  ©reformat  ralhei 
thahvlhe  cosls  outlined,  and  thai  Raney.  Mutton,  I  asater^of  fercuPllie 
best  plan. 

Some  of  Hie  firms  at  Hits  time  requested  permission  to  revist 
their  ir-opusals  as  they  felt  there  had  been  some  misunderstanding  \if 
the  Act.   However,  the  ( oiuni  ss  ion  opposed  any  further  delay. 


llullon 
System 
by  a  f 
Rocke 


kl 


Cummin  i 


appreci 


Al  fills  time,  Coiimissioner  Johnny  Milclumi  moved  that  Raney 
and  lasater  be  appi  oved  to  handle  the  financing  for  the  Coniimhicat  ion^ 
Coiuuiss  toiler  Chester  llyiies  seconded  the  motion.   Motion  cai/ried 
i  to  two  vote,  wi  tli  Coiuuiss  ioners  Mitchuiu,  llynes,  lennyson./and 
ler  voting  "ayK'  and^Coiiiiiiss ioners  Raff  and  Mashburn  voting  "no. 


The  Coiuuiss 
i at  ions  Study 


will  now  be  submit  led  to  the 
tluVLegislalive  Council 


Mr.  Muse  ley  was  requested  to  write  a  letter  en 
lion  to  all  Minis  that  submitted  a  proposal. 
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MINUTES  Of  ARKANSAS  STATE  POLICE   COMMISSION  MEET  INC. 
MAY   10.    19115  -  CAGE   3 


VNEXT  MEETING: 

The  regulaiw€oM»iiission  iiieelingseheduled  for  May-24r-1985^ 
will   not  be  held.     The  hearing   fur  Trooper  James  Olucford  has  heen 
cancelled. 

The  next  regular  meeting  and  a  hearing   for  Trooper  James  Drown) 
will   be  held  on  June  20.    1005. 


SOJOURNMENT : 

The  meeting  was  udjournled  at 


VfJInthrop  Paul  Rockefeller,  Secret 


m~s 


ary 


4:15  p.m.,  May  10,  1905. 


iinpson,  Chairman 
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Th 
S« 

Wood 


Mt.HuTZj 

:<zca"c.ns  st. 


July   10,    1.925 


lb    ae » Cla g    aa < — n  1  '  ari — ta — »L>ir   ay i Senator   !C".a^  .'lelaon,    C-.airoari"; — vrrespnc    were 
!fnc^KSo'<lI,    Kelson,    Hsors;    Representatives   John    i.    Millar,    George,    and 
Meters   of    che   Technical  Advisory   Cocnicree    present 
Jitei    Gladden    and    3ob   Thonason. 


A   letter    froa  John   ICar.oedy,    Direccnr   or    Che   Department   of    Ccnpucar  Services, 
responding    to    che   cocnicree' s    revues:   for   lr.iomacion  oc.   che   financial  impact   : 
agencies    in    che   Scace   Capital   o£    purchasing    Che    inca— ai    telephone    wiring,    was 


filed   by    the    cc 


.ccti. 


froa  John   Kennedy,    Director 
ing    the    Committee's    request    fbr 
Governor '  s   office    was    riled. 


the    De partner.; 
formation   or.    t! 


A   leccer    and    a   report    from  John   Kennedy,    Director  oc    the   Department  of   compute 
Services,    requesting   the   committee's    advice   or.   acquiring   an   uninterruptabie 
pover    supply   for    the   Department   of    Computer  Services    and  ESD  computer  centers   ir 


Jul  1  ding    was    considered    V> 


ites  risen  ;«;!■< 


asked 


-fl25    standby   power,      Mr.   Kennedy   say   chey  have    a  diesei   generator]  buc   not 
uni/riterrupted    po--«r   supply,      Mr.    Tr.omascn   said    chat    ic   could   cake  Vlgfrt   hours 
Co    recover   che   damage   from   a  millisecond    loss   of    power.      Representative  filler 
madLJa  action    chac    the   Departnenc   go    ahead    with   che    bidding   process.     Senator 
Howell   acded    chac   they  should   coordinate   vith  State   Purchasing.      Motion   passed. 

the  Technics 

estions    for 


therole  of    :he   ft 

ErocJeben   of    the   Sc 

sale    his   of:rice   had   wo^ed 

Senacor    Howell    asked    if 

paajf.      Mr.    Erxlebea    said    cS 

together  -   the    lav  firn,    the 

Senacor    Ho  will    said    he    wanced    to 

cerr,    for   th«    taxpayers.      Mr.    Erxleb" 

reviewed    contact.      Any   questions    were 

beat]   of    theilr    ability   and    knowledge,    the  ~ca*oayers    were    proceer>d<      Senacor 

Stiche y   co    explain    their    relaciSn-s^p    C3-eh-g"caxpayer  and   whac 

che    law  fira  had Ma.      f-ichey  said    chey  had    che    responsibility 

nds    are    validly   and    legally   Issued    co    procect    the   scace   and 
They  are    responsible    co   make    sure    chac    che    bends   comply  with 


federal    Cax    laws    so    that    they   are    Cax   exenpt    for    Investors.      Thi 
public    purpose    type    of    financing. 

Senacor    Howell    made    a   mocicn    co    approve    ch-    contract.      Moticn    z* 


13    a   scrcng 
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MEMORANDUM 

TO:  SERGEANT  DARRELL  STAYTON 

FROM:  INVESTIGATOR  DON  BIRDSONG  \& 

REF:  CONGRESSIONAL  SUBPOENA 

DATE:  APRIL  22,  1996 


In  reference  to  the  U.S.  Congressional  Subpoena  dated  April  19,  1996,  for  any  criminal 
investigation  concerning  Danny  Ray  Lasater.  prior  to  July  19.  1985,  the  following 
information  is  provided. 

There  are  two  investigative  files  noted  with  the  name  Danny  Ray  Lasater.  An 
investigative  file  identified  as  case  number  58-689-36  which  was  actually  opened  in  1986 
by  Investigator  Doc  Delaughter.  Our  records  reflect  the  original  case  file  was  given  to  the 
U.S.  Attorney's  office  and  for  some  reason,  we  did  not  retain  a  copy  of  the  file.  A 
memorandum  from  Pat  Ward,  CID  File  Room  Manager,  is  attached,  which  details  the 
information  on  this  file.  The  second  file.  A/O  16-750  reflects  that  St.  Petersburg,  Florida 
PD  requested  subscriber  information  on  phone  numbers,  one  of  which  listed  to  Andy's  of 
America.  Inc.  which  Dan  Lasater  was  President.  A  copy  of  this  file  has  been  provide  to 
you  per  the  subpoena  request. 

If  you  have  any  questions  please  contact  me. 
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Lasater  &Cornpany 

E  N  T^B  ANKERS 


1  N  V  E  S  T  M 


TO:      /Dan  Lasater,  George  Locke,  Dan  Moudy 
FROM:/     Michael  Drake 
DATE:     April  3p.,--i 
JBJECT:   State  Police  Communications  Financi 


The  S/tate  Police  Commission  will  meet  Friday,  May  3,\1985 
narrow  finalists  for  the  referenced  financing.   In  anXeffor^ 
to  familiarize  you  with  the  salient  aspects  of  the  dea\  and] 
more  specifically,  our  proposal,  I  am  providing  the  followir 
in/formation : 

Since  the  proposals  were  submitted  well  in  advance  of  a  financing 
te,  it  is  unlikely  that  the  evaluation  team  will  seriously 
ider  rates.   However,  in  the  event  they  do,  I  have  attached 
ffering  which  came  to  market  April  30,  1985  for  comparison, 
deal  was  insured  (identical  to  ours),  contained  the  same  Irat^s 
apd  was  well  received  in  the  market.   Thus ,  any  claims  tHat 
w-balled  the  proposal  are  unfounded. 

to  Explain  our  Position 

I  recommend  we  promote  our  proposal  by  suggesting  that'  Comqii 
riew,  the  selection  process  as  having  four  distinct  parts: 


igination  II.   Structuring   III.   Marketing/  IV.  Overall  Cost 


th|e_nt 


ion  last 


I.  Origination :   Our  team  recognized  th|e_need  -f  or-  legislatit 
fall  and^worked  closely  with  the  Governor's  office  to  lobby  for 
Administration  support.   Lawyers  on  our  team  and  Lasater  &  Company 
investment  bankers  drafted  the  legislation  permitting  the  financing, 
lobbyed  for  its  passage  in  the  House  and  Senate  and  aided  the 
State  Police  Administration  in  designing  a  .bill  which  reflected 

eir  needs.  /   ^"--^- 

II.  \  Structuring:   Lasater  &  Company  has  structured  it^s  proposal 
to  prtiyide  the  Arkansas  State  Police  with  limitedxliability  (in 
the  form  of  a  revenue  obligation  rather  than  a  general  obligation), 


\hi 
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State  Police  Communications  Financing 
April  30,  1985 


provide  for  maximumearning'3__thTroTigh--4ggressive  arbitrage  earnings 
(one  year  debt  sjarvTce  reserve  earnings>ersus  six  mos  by  our 
competition)  .arid  have  structured  the  legislation  to  place  the 
State  Police^Commission  in  control  of  the  transaction. 


III.   Marketing:  Lasater,  Raney  and  Hutton  have  a  Combined  mar- 
ket ingfabTTTty  second  to  none  in  the  Southwest.   Distribution  of 
securities  outside  the— State— is— of— primary  concern  in\>ur  effort 
to  -import  capitaJ^toArkansas .   No  othef~^sejious  contender  for 
th/s  f inane ing^can  match  our  network  of  marketing  streng 

Overall  Cost:   Our  proposal  presented  the  mos^  aggressive 
)f  all  submitted  with  an  overall  cost  of  funds  underv  5.0 Z.  \  Thus , 
regardless  of  what  our  competitors  might  suggest,  ourVovera^l  pro- 
posal/cost is  significant  as  it  reflects  our  committment  to 

trVar/qac     nnH     ira     taxpayers  .    
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TC:        "He 

I 

FROM:     John  Miccheil 

I 

?ATE:      April  3,  1985 

\  SUBJECT:  Madison  Cu3rancy  SiLA  ("Madison") 

*>  \  titcle  Rock.  Arkansas 

\  \  FHL33  Ho.    7601                                  /     ; 

•  \                                                  /     / 

\   \ 
-\c  ctte  requesc  of  Madison's  managemenc,  a  meeclng  was  held/Coday  at  j  1 :  00  p. a. 

in.  che\  Pueblo  Room,  FHLB  of  Dallas.   Ascending  were:   John  Lacham.  (JEO;  Greg 

Yoang,  \F0;  Sarah  Worsham-Hawklns ,  Sr.  V.?.;  Jim  SmJ.efi,  Supervisory  Agenc; 

John\Miechell,  Supervisory  Analyse;  Anna  Mulligan.  Supervisory  Analyse,-  and 

Jim  Boegs  NSupervisory  Analyse.   The  purpose  oi    the  meeclng  was  tor  Madison's 

management  co  become  acquainted  uich  regulatory- j personnel  and  co  discuss  che 

business  plan  previously  submitted  by  Maaison. 

The  SA  indicated  general  satisfaction  with  Madison's  business  plan  as  veil  as 
corrections  and  improvements  following  Che  lasc  examination  reporc  excepc  chat 

|  \che  rapid  growth  has  noc  been  accompanied  by  prooor-ciQnace  Increases  la  Nee 
Wprth.   Madison's  business  plan  reflects  projected  cacal~--as^secs  ae  December 
31V  1985  of  $100  million  which  would  be  108  percent' annual  g-rowch  over  che 
fiscal  year.   Projecced  nee  worch  is  $1.5  million  which^is  only\1.5  percenc  of 
cocal  qssecs  and  insufficienc  Co  meec  the  minimum  net  worch  requirement.   The 
inscicuc^on  has  grown  ae  an  annualized  race  of  192  percenc  ehrough\che  flrsc 
two  tnonchs..  of  1985.   The  SA  advised  chat,  wichouc  adequaee  nee  worch,  che 
growch  vouldvhave  co  be  curcalled.   Ms.  Hawkins  scaced  thac,  under  che  new 
reguljacid-q,  the  escimaced  nee  worch  requiremenc  ae  March  31  would  be  \ 
$1.13  million,  and  nee  worch  would  be  abouc  $300,000  shore  of  neecing  chac 
requiiremenc  .  \  The  \Associaclon  plans  co  issue  $600,000  of  preferred  scock  for 
which  a  buyer  is  awaicing  Issuance,  and  a  second  issue  of  an  unknown  aaounc 

j  will  ifollow  shortly  chereafcer.  The  business  plan  projeccs  cocal  assecs  ac 
$148  million  ac  December,  2 1 ,  1987,  and  management  professes  concern  for  ics 
nee  worch  position  -liul  anHncenc  co  meet  all  regulacory  requiremencs .  j 

A  discussion  was  had  regarding  Madison's  service  corporation  developmenc 
projeccs,  with  which  we  have  a  reasonable  comfort  level., /The  service/ 
corparacion,  Madison  Financial  CorporatiQn,  is  run  by^J"im  McDougal,  who  owns 
94  percenc  of  Madison.   Develepmenc  has  inv6Tve'd_"purchase  of  relaciyely  cheap 
raw  Jand  and  developmenc  inco  lots  or  craccs  (1-5  acre}  suicable  far  building. 
Madison  has  financed  loc  sales,  buv  has  noc  become  involved  in  apy  commercial 
conscruccion  loans  incidenc  co  any  developmencs .   The  pro j eccs  .-are : 

^.   (1)   Maple  Oreek  -  A  highly  successful  residential. developmenc  jusc  soucheasc 
^^-^^  ofsJ^iccle  Rock.   Inicial  phases  are  sold  ouc,  wich  lacer  phases  over  70 
■percenc  sold. 
"--.  J/ 
(2)   Cold  Mine  Springs  -  A  developmenc  in  rural  north  cencral  Arkansas. 

'•■".chin  -he  list  two  weeks,  this  project  i^  aldose  -r.id    cue;  -hat  has  rsr 
t;een  solj  will  be  sol.l  to  3  iisiced  pjrcnership . 
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!(3)   Green  Tree  Farms  and  Fair  Oaks  -  two  projects  or  30-55  tracts;  of  2-5 

acres  each  m  Camden,  Arkansas.   C-reen  Tree  Farms  is  completely  sold,  and 
Fair  Oaks  is  over  70  percenc  sold  in  4  monchs. 

I 

<  -  )  Campobello  Island  -  A  residential  tract  development  in  Nova  Scocla. 

1  Sales  have  ac  leaac  equalled  Madison's  inveacaenc  in  this  project. 

\  Madison  has  ofcly  a  one-fourth  interest  in  this  project  by  virtue. 'of  its 

\  onewhaLf  interest  in  a  joint  venture  comprised  or  two  limltred   ' 

\  partnerships.   After  the  return  of  investment,  some  3400  axre9  remain 

V  which  can  be  developed.   Madison  is  not  obligated  to  be  a  Lender  or 
participant  in  further  development,  though  it  may  choose  to  later 

,  -participate.   One  3cre  tracts  have  been  developed  for' summer  homes,  with 

\  pdans  by  che  joint  venturers  to  later  build  a  hotel',  marina,  etc. 


\ 


The VSA  advised  that  Madison's  growth,  investmenr  strategy  and  net  worth 
compllanceX  would  be  monitored  closely.  Though  Ithe  institution  w^f  nmr'rah). 
($104, dTQQr  in  1984  and  shews  a  $128,400  profit"or  the  first  2  months  of 
fiscal  year  1935,  the  SA  advised  that  growth  would  have  co  be  accompanied  by 
adequate  capital. 


JKM: 


bec:    ADRO/OES 
\DD/0ES 
^<ate 
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April    18,    1S«5 

TO:  j'cr.n  it:: a 

fSCM:  J  la  icCcv^al 

I   want  this  preferred  aiocx  saiter  cleared  up    issediately 
need   to  (o  Co  Waaningtsn  to  sell    stocx. 

JH/33 


vWr-MLg  YOU  WEP5.AWAV) 


•  An  «  4*j_   fr/ j  n 


qs> 


~^*j£-<i   -^/^i-^ 
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Irrespective  sf  any  :::;:i:::r.j\i  t.-.is  act.  iaviags 


st  -jie:  ans  .-esuiaiisr.s\aul.-.erii;r.s  jr. 


iress   practise   procedure 

do  in  zr.is  ia:i, 

nuiej   and   regulations  of  i.-.e   savings   and    loan,  aaaociatior. 
Part   ZZZ   '(c)    specifically  give  an  association  t.'.e   rignt   t: 
"Adopt  any   Suaiaeaa   practice,    procedure,    aetnoc   or   ays  tea 
iutr.eritea   Tor  a  federal  Association  dol.ng  Suaineaa   in  tSla 
state. 

Title  l  Code  of  federal  Regulations  5  552.3.  '  55!.*  Seocice.  J- 
capital  atcc<  give  federal  Association*  t.ie  rignt,  to  utilise  -.»» 
Susir.eaa  practise  an:  procedure  of   issuing  preferred  staeJK 


It  therefore,  fellows  tnal  7tr  i7-'!5S  and  tr.e  savings  anc  Is 
sears  adopting  rart  "1  1(e)  tr.at  state  aaoeiatior.a  nave  tr.e 
rigr.t  is  issue  preferree  stack. 

57.S-.6  -  States  tr.at  "t.-.e  sy-iawa  sf  eaea-'assseiatiss  sr.all 
stec.-ite  tr.e  several  Kir.SS  sr  siassea'  sf  snares,  ssocx.  sr 
e-rtif leases   wr.isr.   it  zay   isrsue;    


t.-.is  Siea.-iy   ir 


Sisates   tr.ere   aay  Se  acre   tr.sn   Sne    e.ass    o:    steeic"  . 
t"-e*2  -  Cailiag  la  Saa.-es .     "A.-.y  Sulldiag  and  loan  associatisr. 
Isxlta  Pylawa  aay   reserve   Silt   rigr.t   and   power  is   require  at   ar.y 
tiawanr  aolder  or  adders   cf  any""'ST--ail   classes   of   snares. 

It**-  *^^^  "^-^  - 

sCocJt  :r   sertifieates  issued  sy  rPv^eacest^uaranty  feraaner.t 

Snares,  to  aurrencer  for  cancellation  ana.  payaenv  any  or  all 

Sues;  pnaaee.  etocK  er  eertif isatea  nelo  Sy\.-.es,  -son  r.ctlse 

eo  tc  so  witain  a  reaaenasle  tiae  stated  in  sucn  notice." 


TSla  iadisatea  sore  tr.an  one  ciasa  of  atocn  can  se  issued 
\    since  it  deals  wit.-,  sailing  in  snares,  stocx  a.Td  serti.'isatea 
v-  st.-.er  tr.an  Cuaranty  reraaner.t  Sr.ares.  Since  slock  is  referred 
X    tovtvic«  In  tats  statute,  once  wnere  a  class  ea/i  Se  called  la, 
*-tne  ot.ter  tlae  wnere  it  cannot  Se  called  in.  tr.ere  oust  t.le: re- 
fers., Se  aorte-oaan  sne  ciasa  of  stock  peraissable. 


\ 


?asr,2! 
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57_  = -=   -   :=prc?er   ?iy=e"-   ->    -'-  "Scenes.      .-.Is   ::z:j;t  raxes 
refererce   :a   classes   :.'  stcck.-.clcers >classes   if  jr.i.-ts,    =.-.c 
classes    af  certificates.      The    s.-sfiera   ef^e    legislicicr.   «:; 
"S. early   ccr.teap.airrcg-=£ire    c.-.a.n   one    class   of  Jtocn;    c:.-.ervise . 


\ 


V 


s 


X  N 

X. 


47- " 80 1  -  Definitions  -  "Stack  association'  snail  aean  an 
association  that  nes  issued  an  outstanding  peraanenc  capital 
stock  and  wnoai  af fairs  are  aanaged  ay  a  board  of  Ci.-ectara 
elected  ay  the  .holders  of  sucn  persar.eot  capital  acocxtf*-*"  « 

After  issuance  of  preferred  stock,  Madison  Guaranty  vooXcS*'  *. 
esr.tir.ua  to  fit  under  this  cefir.lilon.  Had  there,  a*«n  any 
ir.tar.tian  to  restrict  the  issuance  of  preferred  stocx,  it 
would  Save  Seen  very  siscpie  to  insert  language. here  to  Co  so. 

6T-'8'.6  -  ?et-manent  Capital  Stock  -  Issuance  -  ?ir  Value  - 
Retirement  of  Stack.   There  is  noz."li.-.g>i>.  this  statue  li=ili.-.g 
permanent  capital  stack  to  one  - Veis  af  stock  or  to  oeing 
exclusively  scecon  stocx.   TS»  purpose  af  t.-.e  statute  is  tc 


assure  adequate  capitalization  af  a  stock  association.   The 
c.-a.-s.cteri;ation  af  t.-.e  stock  or  t.-.e  nuaeer  af  classes  tne.-eo.' 
are  irrelevant  ir.  tersa  of  t.-.e  stock  »ei.-.g  a  capital  case  :f 


m: 


tjL.Ttr  aa   safety  of   t.-.e  tssets   and-vaBiiityTj   pay   liabilities 

la.  concerned,    t.he   nature    of    the    source'oi"  eapiia—iiatlan   is   r.et 

•J      .  N 

consecuer.tee  .      -t    is   a    oanage=ent    aecislcn   ta    .ssce    preferrec 

stack   as    it    provides   a  oear.s    of    increasing   the    capital    In    i 
csepa.-.y    typically  without   giving  up   any   control    aver   its 
operation. 


\ 


" J.'/SS    >N 


\ 
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STATEMENT  Resolution  Trust  Corporation 

Office  of  Inspector  General 
Office  of  In»o<l[a[lon 

Dace 

Little  Rock,  Arkansas 


I,  Richard  N.  Massev  ,  make  the  following  statement  to  Phillip 
Sprague  and  Eric  Nielson,  who  have  identified  themselves  as  Special 
Agents  with  the  Resolution  Trust  Corporation,  Office  of  Inspector 
General.  This  statement  was  prepared  following  my  interview  with 
Messrs.  Sprague  and  Nielson  on  April  21,  1995,  and  is  based  on 
information  I  provided  on  that  day. 

1.  Background. 

I  was  hired  by  the  Rose  Law  Firm  ("Rose")  in  May  1984  and  was 
admitted  to  the  Bar  in  August  1984.  I  was  placed  on  the  Rose  Law 
Firm  letterhead  upon  passing  the  Bar.  As  an  associate,  I  was  paid 
a  straight  salary  with  a  modest  year-end  bonus.  I  became  a  member 
of  the  firm  (commonly  referred  to  as  a  partner)  in  February  1989. 
I  have  been  in  the  Securities  Section  of  Rose  since  joining  the 
firm.  My  primary  area  of  expertise  is  corporate  finance,  which 
includes  providing  legal  assistance  and  advice  to  entities  seeking 
to  raise  money  through  public  or  private  transactions.  I  came  to 
Rose  because  I  believe  it  is  one  of  the  best  firms  in  Arkansas  and 
in  the  region  in  the  field  of  corporate  finance. 

2 .  Rose's  Conflicts  Procedure. 

I  have  read  Rose's  Engagements  and  Conflicts  policy,  and  I  am 
generally  familiar  with  it.  To  identify  potential  conflicts  of 
interest,  Rose  attorneys  follow  the  procedure  set  forth  below: 
First,  the  attorney  who  is  contacted  by  the  potential  client 
determines  if  the  representation  clearly  would  be  adverse  to  a 
client  known  to  him  or  her;  if  so,  the  attorney  immediately  rejects 
the  representation  or  considers  obtaining  waivers  from  the 
appropriate  clients.  If  the  matter  is  declined,  no  forms  are 
prepared  and  the  attorney  is  not  required  to  notify  any  other 
attorneys  in  the  firm  of  his  or  her  decision.  Second,  the  attorney 
may  ask  some  of  the  other  attorneys  in  the  firm  if  they  know  of  a 
conflict.   Third,  if  no  conflicts  have  been  identified  thus  far, 
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Che  attorney  notifies  all  of  the  other  attorneys  in  the  firm  of  the 
proposed  representation  by  e-mail  and  asks  them  to  identify  any 
potential  conflicts.  Typically  the  e-mail  asks  for  responses  by  a 
specified  date  and  time.  Fourth,  the  attorney  requests  that  the 
firm's  conflicts  database  be  checked  for  potential  conflicts. 
Often  that  request  is  made  by  sending  a  copy  of  the  e-mail  to  the 
administrative  employee  who  maintains  the  conflicts  database. 
Fifth,  the  names  of  new  clients  and  matters  are  circulated 
throughout  the  firm  in  our  Daily  Briefs,  also  known  as  the  "pink 
sheets".  Sixth,  at  the  end  of  each  week  a  New  Business  Summary  is 
circulated  to  the  attorneys  which  identifies  all  the  parties 
involved  in  new  matters  that  week.  Each  step  of  the  procedure  is 
designed  to  elicit  information  from  other  attorneys  in  the  firm 
about  potential  conflicts. 

Although  I  do  not  recall  clearly  the  conflicts  procedure  used 
in  1985,  I  believe  it  was  much  the  same.  The  primary  differences 
between  the  procedure  in  198  5  and  today  are  the  result  of  improved 
technology.  Today,  the  conflicts  database  is  kept  on  a  computer, 
while  in  1985  it  was,  I  believe,  kept  on  index  cards.  Also,  today 
the  attorneys  generally  circulate  an  e-mail  to  other  attorneys 
asking  for  known  conflicts,  while  in  1985  we  circulated  a 
memorandum.  In  1985,  our  conflicts  database  of  index  cards  was 
kept  by  Willie  Mae  Ethridge.  She  was  replaced  by  Connie  Bull,  who 
maintains  the  electronic  database  today. 

In  general,  there  are  two  kinds  of  conflicts  under  the 
applicable  rules  of  ethical  conduct  --  those  that  can  be  waived, 
and  those  that  cannot.  If  the  proposed  representation  would  be 
directly  adverse  to  a  current  client  of  the  firm,  then  the  firm  may 
not  accept  the  new  matter  unless  the  attorney  reasonably  believes 
the  representation  will  not  adversely  affect  the  relationship  with 
the  other  client  and  each  client  consents  after  consultation.  If 
the  proposed  representation  would  be  materially  adverse  to  the 
interests  of  a  former  client  of  the  firm,  then  the  firm  may  not 
accept  the  new  matter  if  it  is  the  same  as  or  substantially  related 
to  the  matter  for  which  the  firm  represented  the  former  client, 
unless  the  client  consents  after  consultation.  Although  many 
conflicts  may  be  waived  by  the  client,  Rose  often  decides  for 
business  reasons  not  to  request  a  waiver  and  simply  declines  the 
new  matter.  For  instance,  a  client  who  agrees  to  waive  a  conflict 
might  be  less  inclined  to  retain  the  firm  again  in  another  matter. 
I  personally  have  never  sought  a  waiver  from  a  client. 
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If  the  conflicts  procedure  identifies  a  potential  conflict, 
then  an  assessment  must  be  made  whether  there  is  an  actual  conflict 
and,  if  so,  whether  it  can  be  waived.-  Often,  that  determination 
can  be  made  by  the  attorneys  involved.  If  they  do  not  resolve  the 
issue,  then  it  is  presented  to  the  Conflicts  Committee.  I  have 
never  been  a  member  of  Rose's  Conflicts  Committee.  The  Conflicts 
Committee  discusses  the  issue  and  communicates  its  decisions 
informally  to  the  attorneys.  The  attorneys  may  appeal  the 
Conflicts  Committee's  decision  to  the  full  firm. 

An  important  part  of  the  conflicts  procedure  is  the  New  Client 
Form.  When  a  new  matter  is  accepted,  the  responsible  attorney 
submits  a  New  Client  Form  to  the  firm's  accounting  department. 
That  form  identifies  the  parties  who  will  be  involved  and 
identifies  the  matter.  The  New  Client  Form  provides  the 
information  required  by  the  accounting  department  to  open  a  new 
account  number,  and  it  is  used  to  create  the  new  client/matter  list 
in  the  Daily  Briefs.  That  procedure  has  been  in  place  since  I 
started  with  Rose. 

3 .    Rose's  Prior  Representation  of  Madison  Guaranty. 

In  1985,  I  worked  on  two  matters  for  Madison  Guaranty  Savings 
and  Loan  ("Madison  Guaranty")  --  a  proposal  to  issue  preferred 
stock,  and  a  proposal  to  operate  a  broker-dealer  subsidiary.  Rose 
was  not  the  primary  outside  counsel  for  Madison  Guaranty.  Rose  did 
not  provide  savings  and  loan  regulatory  advice  to  Madison  Guaranty,- 
Madison  Guaranty  used  another  law  firm  for  such  regulatory  matters 
instead.  The  matters  I  worked  on  involved  corporate  finance,  for 
which  Rose  was  particularly  well  suited  because  Rose  is  one  of  the 
best  corporate  securities  firms  in  the  region. 

I  do  not  recall  after  the  passage  of  ten  years  precisely  how 
Rose  was  retained  by  Madison  Guaranty.  I  recall  that  I  had  several 
conversations  with  John  Latham,  the  president  of  Madison  Guaranty, 
before  Rose  was  first  retained.  In  the  fall  of  1984  or  spring  of 
1985,  I  was  a  co-lecturer  of  a  Securities  Law  class  at  the 
University  of  Arkansas  at  Little  Rock,  and  Mr.  Latham  attended  that 
class.  Often,  Mr.  Latham  spoke  to  me  after  class  or  called  me  on 
the  telephone  to  discuss  various  securities  law  issues.  On 
occasion,  Mr.  Latham's  assistant,  Pat  Heritage,  called  with  other 
questions  about  securities  law.  Generally,  those  questions 
involved  how  the  corporate  and  securities  laws  would  apply  to 
various  scenarios  to  raise  money.    I  did  not  charge  Madison 
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Guaranty  for  those  informal  conversations,  although  I  encouraged 
Mr.  Latham  to  retain  Rose. 

a.    The  Proposal  to  Issue  Preferred  Stock. 

In  the  spring  of  1985,  Madison  Guaranty  retained  Rose  to  work 
on  a  proposal  to  offer  preferred  stock.  Madison  Guaranty  gave  Rose 
a  very  narrow  assignment  --to  determine  whether  Madison  Guaranty 
was  permitted  by  Arkansas  law  to  issue  preferred  stock.  Madison 
Guaranty  did  not  ask  Rose  whether  or  in  what  amounts  it  should 
raise  money  or  whether  it  needed  additional  capital  to  meet 
regulatory  requirements. 

The  narrow  assignment  from  Madison  Guaranty  involved  a  very 
straightforward  legal  issue.  Under  Arkansas  law,  a  state -chartered 
savings  and  loan  has  the  same  powers  as  a  corporation  under  the 
Arkansas  Business  Corporation  Act,  unless  the  savings  and  loan 
statute  expressly  states  otherwise.  Because  the  Arkansas  Business 
Corporation  Act  clearly  authorizes  corporations  to  issue  preferred 
stock,  and  because  the  Arkansas  savings  and  loan  statute  does  not 
state  otherwise,  I  concluded  that  Arkansas  law  permitted  Madison 
Guaranty  to  issue  preferred  stock.  I  personally  did  that  research 
and  analysis.  Based  on  that  straightforward  analysis,  it  was  clear 
that  an  Arkansas -chartered  savings  and  loan  could  lawfully  issue 
preferred  stock  and  that  the  Arkansas  Security  Commissioner  had 
little,  if  any,  discretion  to  construe  the  law  to  the  contrary. 

On  April  30,  1985,  I  wrote  a  letter  to  Charles  Handley  of  the 
Arkansas  Securities  Department  (the  "ASD")  setting  forth  my 
analysis  and  conclusion  on  the  preferred  stock  issue.  The  final 
paragraph  of  that  letter  states  the  legal  conclusion  I  had  reached: 

"Because  the  Arkansas  statutes  expressly  give  to  an 
Arkansas  chartered  savings  and  loan  all  of  the  powers 
possessed  by  a  corporation  under  the  Arkansas  Business 
Corporations  Act,  which  powers  include  the  power  to 
create  and  issue  a  class  of  preferred  capital  stock,  and 
because  we  find  no  express  prohibition  in  Act  227  [the 
savings  and  loan  statute]  against  the  creation  or 
issuance  of  such  a  class  of  preferred  stock,  we  have 
concluded  that  Madison  Guaranty'  s  proposed  capitalization 
plan  is  not  inconsistent  with  Arkansas  law.  Should  you 
require  further  information  or  assistance,  please  advise 
Hillary  Rodham  Clinton  or  Richard  Massey  of  this  firm." 
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I  signed  the  letter  "Rose  Law  Firm".  I  did  so  because,  in  my 
view,  the  letter  stated  a  legal  conclusion,  and  letters  stating 
legal  opinions  or  conclusions  generally  were  signed  in  the  name  of 
the  firm.  The  final  paragraph  of  the  April  30,  1985  letter 
provides  my  name  and  Ms.  Clinton's  name  so  the  ASD  would  know  who 
to  contact  for  additional  assistance  or  information.  I  included  my 
name  because  I  had  analyzed  the  issue  and  prepared  the  letter;  I 
included  Ms.  Clinton's  name  because  she  was  the  billing  partner  on 
this  matter. 

Ms.  Clinton  was  a  partner  in  the  Litigation  Section  of  the 
firm.  There  is  no  fixed  procedure  at  Rose  by  which  a  lawyer 
becomes  the  billing  attorney  on  a  matter,  although  Rose  policy 
prohibits  associates  with  less  than  three  years'  experience  from 
being  a  billing  attorney.  At  the  time  of  the  Madison  Guaranty 
representation  in  1985,  I  was  a  first -year  associate  and  therefore 
could  not  be  the  billing  attorney.  I  do  not  recall  how  Ms.  Clinton 
became  the  billing  attorney  for  this  matter.  Under  the  billing 
procedures  at  Rose,  the  billing  attorney  periodically  receives 
reports  from  the  accounting  department  of  unbilled  fees  and 
expenses  and  prepares  the  bills  to  the  client.  Any  other  attorneys 
working  on  the  matter  may  not  necessarily  know  who  else  has  charged 
time  to  that  client  matter  number. 

I  addressed  my  April  3  0  letter  to  Charles  Handley  because  he 
was  in  charge  of  the  day-to-day  regulatory  matters  at  the  ASD.  I 
have  a  vague  recollection  that  prior  to  our  engagement  Mr.  Latham 
may  have  called  the  ASD  and  asked  whether  Madison  Guaranty  could 
issue  preferred  stock,  and  that  he  was  told  to  put  his  request  in 
writing.  Mr.  Latham  asked  Rose  to  send  such  a  letter,  and  I  was 
assigned  the  task.  I  do  not  recall  how  I  received  the  assignment. 
A  copy  of  the  April  30  letter  also  was  sent  to  Beverly  Bassett,  the 
Arkansas  Securities  Commissioner.  I  do  not  recall  why  I  sent  a 
copy  to  her.  although  I  assume  it  was  because  she  was  the 
Securities  Commissioner. 

The  ASD  replied  by  letter  dated  May  14,  198  5.  The  ASD's 
letter  says  the  ASD  agreed  with  my  legal  conclusion  that  Madison 
Guaranty  was  not  restricted  by  Arkansas  law  from  issuing  preferred 
stock.  The  letter  is  addressed  to  Ms.  Clinton  and  begins  with  the 
salutation  "Dear  Hillary".  I  do  not  know  why  Ms.  Bassett  used  that 
salutation.  I  suspect  that  she  saw  both  my  name  and  Ms.  Clinton's 
name  in  my  April  30  letter  as  persons  to  contact,  and  I  was  such  a 
new  attorney  that  she  did  not  recognize  my  name.  I  do  not  place 
any  special  significance  on  the  form  of  the  greeting  being  "Dear 
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Hillary" .  I  believe  that  she  probably  would  have  addressed  any 
other  Rose  partner  she  knew  in  the  same  manner.  I  do  not  recali 
being  present  at  any  meetings  with  the  ASD  on  the  preferred  stock 
issue. 

I  have  been  shown  a  copy  of  a  letter  from  Ms.  Clinton  to  James 
McDougal  dated  May  23,  1985  concerning  the  ASD's  approval  of  the 
proposal  to  issue  preferred  stock.  I  do  not  believe  that  I  wrote 
that  letter.  I  have  never  met  Mr.  McDougal,  and  therefore 
correspondence  from  me  to  him  would  have  been  inappropriate . 

On  October  25,  1985,  I  sent  a  letter  to  Mr.  Latham  enclosing 
documents  I  had  drafted  concerning  the  proposed  issuance  of 
preferred  stock.  I  informed  Mr.  Latham  that  I  would  be  out  of  the 
country  until  November  9,  1985,  and  I  invited  him  to  contact 
William  Kennedy,  then  a  partner  in  the  Securities  Section,  if  he 
had  any  questions.  I  do  not  recall  any  further  work  on  the 
preferred  stock  matter  after  that  letter. 

It  has  been  suggested  in  the  press  that  Rose  used  Ms.  Clinton 
in  an  attempt  to  gain  undue  influence  with  the  ASD  en  this  matter. 
That  is  absolutely  not  true.  I  included  Ms.  Clinton's  name  in  my 
April  30,  1985  letter  as  a  person  to  contact  for  more  information 
solely  because  she  was  the  billing  partner  on  this  matter. 
Moreover,  this  was  a  straightforward  legal  issue  on  which  the 
Securities  Commissioner  had  little,  if  any,  discretion  to  disagree 
with  our  interpretation  of  the  statutes.  Therefore,  there  was  no 
reason  even  to  try  to  exercise  any  political  influence  on 
Ms.  Bassett.  In  any  event,  to  my  knowledge  Madison  Guaranty  never 
issued  the  preferred  stock. 

b.    The  Proposal  to  Operate  a  Broker-Dealer. 

The  second  matter  I  recall  working  on  for  Madison  Guaranty 
involved  a  proposal  to  operate  a  broker-dealer  subsidiary.  Madison 
Guaranty  felt  it  could  save  money  if  it  sold  its  preferred  stock 
through  its  own  broker-dealer,  and  it  acquired  a  company  with  a 
broker-dealer  license.  I  did  not  work  on  that  acquisition. 
Mr.  Latham  asked  me  to  prepare  an  application  to  the  Arkansas 
Savings  and  Loan  Advisory  Board  ("ASLAB")  requesting  permission  to 
operate  the  broker/dealer.  I  believe  that  I  performed  nearly  all 
of  the  work  on  this  matter.  I  do  not  remember  discussing  the 
broker/dealer  issue  with  Ms.  Clinton,  although  it  is  possible  I  did 
so.  I  do  not  recall  that  Ms.  Clinton  played  any  pare  in  presenting 
the  issue  to  ASLAB. 
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The  broker-dealer  issue  was,  in  my  view,  just  as 
straightforward  as  the  preferred  stock  issue.  Under  Arkansas  law, 
a  state-chartered  savings  and  loan  had  all  of  the  powers  of  a 
federally-chartered  institution.  I  concluded  that  federal  law 
permitted  a  federally-chartered  institution-  to  operate  a  broker- 
dealer  in  the  manner  in  which  Madison  Guaranty  sought  to  operate 
its  own  broker/dealer,  which  under  applicable  Arkansas  statutes 
meant  that  state-chartered  savings  and  loans  could  do  so  as  well. 
I  viewed  this  as  a  relatively  clear-cut  legal  issue  for  which  ASLAB 
had  little,  if  any,  discretion  to  disagree. 

The  billing  attorney  on  this  matter  was  Ms.  Clinton.  As  with 
the  preferred  stock  matter,  Rose's  policies  prohibited  me  from 
being  the  billing  attorney  because  I  had  practiced  law  less  than 
three  years. 

On  May  14,  1985,  I  submitted  the  Application  to  the  Arkansas 
Savings  &  Loan  Association  Board  for  Approval  to  Engage  in 
Activities  Not  Specified  in  Article  5B  of  the  Rules  and  Regulations 
of  the  Arkansas  Savings  &  Loan  Association  Board  (the 
"Application")  on  behalf  of  Madison  Guaranty.  The  Application 
requested  permission  for  Madison  Guaranty  to  provide  brokerage 
services  through  a  second-tier  service  corporation.  I  prepared  the 
Application  with  information  provided  to  me  by  Mr.  Latham.  I  do 
not  believe  I  submitted  any  financial  statements  with  the 
Application. 

Mr.  Handley  of  the  Arkansas  Securities  Department  responded  to 
the  Application  by  memorandum  dated  May  22,  1985.  Mr.  Handley' s 
memorandum  raised  eleven  highly  detailed  questions  and  comments  to 
the  Application.  I  considered  Mr.  Handley' s  comments  to  be 
excessive;  for  example,  he  quibbled  with  the  Rule  under  which  the 
Application  was  filed  (comment  1) .  Mr.  Handley' s  exhaustive  review 
of  the  Application  shows  that  Madison  Guaranty  did  not  receive  any 
favorable  treatment  by  ASLAB . 

In  those  comments,  Mr.  Handley  raised  for  the  first  time 
questions  about  Madison  Guaranty's  financial  status  (comments  6-8)  . 
His  comment  8  refers  to  the  audited  financial  statements  of  Madison 
Guaranty  as  of  December  31,  1984.  I  do  not  believe  I  submitted 
those  audited  financial  statements  to  ASLAB.  It  is  my 
understanding  that  savings  and  loans  chartered  under  Arkansas  law 
are  required  to  submit  audited  financial  statements  to  ASLAB,  and 
I  suspect  that  is  how  Mr.  Handley  obtained  them.  In  his  comments, 
Mr.  Handley  also  asked  for  current  financial  statements  of  Madison 
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Guaranty.  I  do  not  believe  that  ASLAB  had  the  authority  to 
condition  its  approval  of  a  broker-dealer  subsidiary  on  Madison 
Guaranty's  financial  condition.  That  is  because  the  federal 
statute  permits  savings  and  loans  to  operate  a  broker-dealer 
without  regard  to  financial  condition,  and  state  law  did  not 
separately  impose  a  financial  condition  test. 

I  submitted  a  response  to  Mr.  Handley's  comments  in  a  letter 
dated  June  17,  1985.  I  obtained  all  the  information  in  that  letter 
from  Mr.  Latham  and  others  at  Madison  Guaranty.  I  submitted  with 
that  letter  an  unaudited  balance  sheet  of  Madison  Financial 
Corporation  as  of  May  30,  1985,  unaudited  financial  statements  of 
Madison  Guaranty  as  of  March  31,  1985,  and  the  quarterly  Minimum 
Net  Worth  calculations  as  of  March  31,  1985.  I  was  given  those 
documents  by  Madison  Guaranty.  They  all  appear  to  me  to  have  been 
prepared  internally  by  Madison  Guaranty  rather  than  by  its  outside 
accountants,  Frost  &  Company.  I  did  not  independently  review  the 
financial  information  for  sufficiency  or  accuracy;  instead,  I 
relied  on  the  expertise  of  the  persons  who  prepared  the  financial 
statements..  My  June  17,  1985  letter  merely  transmitted  this 
information. 

Mr.  Handley  responded  to  my  letter  in  a  memorandum  dated 
June  18,  1985.  Mr.  Handley  raised  several  more  highly  detailed 
comments  and  questions  about  the  Application.  On  page  1  of  his 
memorandum,  Mr.  Handley  also  refers  to  Madison  Guaranty's 
investments  in  Whitener  &  Associates  and  Campobello.  I  knew 
nothing  about  those  investments.  Mr.  Handley  also  questioned 
Madison  Guaranty's  net  worth  and  its  adjustments  to  retained 
earnings.  I  knew  very  little  about  the  Generally  Accepted 
Accounting  Principles  (GAAP)  and  Regulatory  Accounting  Principles 
(RAP)  under  which  those  calculations  were  made.  I  am  not  an 
accountant,  and  I  had  no  reason  to  independently  question  or  verify 
those  calculations,  as  this  would  have  been  clearly  outside  the 
scope  of  our  engagement. 

I  responded  to  Mr.  Handley's  comments  in  a  letter  dated 
July  10,  1985.  I  transmitted  with  that  letter  the  most  recent 
financial  statements  of  Madison  Financial  Corporation,  a  worksheet 
calculating  investments  in  Madison  Financial  Corporation  by  Madison 
Guaranty,  and  Madison  Guaranty's  unaudited  balance  sheet  as  of  May 
31,  1985.  All  of  the  attachments  to  this  letter  were  provided  to 
me  by  Mr.  Latham,  and  I  believe  they  were  prepared  internally  by 
Madison  Guaranty  rather  than  by  Frost  &  Company. 
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Mr.  Handley  responded  to  the  July  10  letter  in  a  memorandum 
dated  July  17,  1985.  Once  again,  Mr.  Handley  raised  several  highly 
detailed  questions  about  the  proposal  and  about  Madison  Guaranty's 
financial  status.  Mr.  Handley  also  questioned  certain  adjustments 
made  to  Madison  Guaranty's  net  worth  as  of  December  31,  1984  in  its 
audited  financial  statements.  Neither  I  nor,  to  my  knowledge,  any 
Rose  lawyer  performed  or  had  reason  to  perform  an  independent 
analysis  of  those  adjustments  under  RAP  and  GAAP.  All  of  the 
financial  information  I  transmitted  to  ASLAB  was  supplied  to  me  by 
Mr.  Latham  or  other  employees  of  Madison  Guaranty,  and  I  relied  on 
their  expertise  for  its  accuracy.  Review  or  verification  of 
financial  information  was  outside  the  scope  of  Rose's  engagement, 
which  was  simply  to  obtain  approval  to  operate  a  broker/dealer. 

I  responded  to  Mr.  Handley' s  July  17  memorandum  with  a  letter 
dated  July  25,  1985.  With  that  letter,  I  transmitted  to  ASLAB, 
among  other  things,  a  letter  signed  by  Mr.  Latham  and  a  letter 
signed  by  Michael  D.  Robinson  of  Frost  &  Company.  The  letters  by 
Mr.  Latham  and  by  Mr.  Robinson  discussed  the  adjustments  to  Madison 
Guaranty's  net  worth  as  of  December  31,  1985  under  RAP  and  GAAP. 
I  was  generally  aware  that  there  were  differences  between  RAP  and 
GAAP  because  new  accounting  principles  had  been  promulgated  and  had 
been  discussed  in  the  press.  However,  I  did  not  independently 
review  the  analyses  by  Mr.  Latham  and  by  Mr.  Robinson,  nor  did  I 
discuss  their  letters  with  anyone  to  determine  whether  they  had 
applied  the' appropriate  accounting  principles  correctly.  I  did  not 
request  these  letters  and  I  did  not  speak  to  anyone  at  Frost  about 
its  letter.  Instead,  I  relied  entirely  on  their  financial 
expertise.  My  cover  letter  simply  stated  the  conclusion  that  the 
adjustments  to  net  worth  were  the  results  of  differences  between 
RAP  and  GAAP.  I  do  not  recall  having  any  discussions  with  Mr. 
Latham  or  others  about  whether  Madison  Guaranty  was  solvent  or 
about  its  financial  condition  generally. 
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On  approximately  August  27,  1985,  a  meeting  was  held  with 
'ASLAB  to  discuss  the  Application.  Mr.  Latham  and  I  attended  on 
behalf  of  Madison  Guaranty,  and  Ms.  Bassett,  Mr.  Handley  and 
perhaps  another  person  attended  for  ASLAB.  Neither  Ms.  Clinton  nor 
anyone  else  from  Rose  attended  that  meeting.  At  that  meeting, 
Ms.  Bassett  informed  us  that  she  would  not  approve  the  Application 
until  Madison  Guaranty  demonstrated  its  ability  to  meet  regulatory 
net  worth  requirements  by  year-end.  I  do  not  recall  any  other 
meetings  with  ASLAB  concerning  the  Application. 
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After  Che  meeting,  I  prepared  a  letter  responding  to 
Ms.  Bassett's  concerns.  I  believe  the  response  is  in  a  letter 
dated  September  9,  1985,  although  I  have  seen  a  substantially 
similar  version  of  that  letter  dated  August  30,  1985.  In  that 
letter,  I  described  two  transactions  proposed  by  Madison 
Guaranty  --  the  sale  of  preferred  stock  and  the  sale  of  limited 
partnership  units.  The  letter  was  written  to  explain  to 
Ms.  Bassett  how  Madison  Guaranty  intended  to  meet  the  applicable 
regulatory  net  worth  requirements.  I  do  not  recall  why  there  are 
minor  differences  in  the  August  30  and  September  9  drafts  of  the 
letter.  I  believe  Mr.  Latham  provided  me  with  the  information 
necessary  to  draft  the  letter. 

Ms.  Bassett  responded  by  letter  dated  October  17,  1985. 
Rather  than  authorizing  Madison  Guaranty  to  operate  a  broker-dealer 
subsidiary,  Ms.  Bassett  conditioned  the  approval  on  Madison 
Guaranty  actually  meeting  the  regulatory  net  worth  requirements  by 
year-end.  Because  neither  federal  nor  state  law  established  net 
worth  limitations  on  the  ability  of  a  savings  and  loan  to  operate 
a  broker-dealer  subsidiary,-  I  do  not  believe  the  Securities 
Commissioner  had  the  authority  or  discretion  to  impose  such  a 
condition  on  the  Application.  To  the  best  of  my  knowledge,  Madison 
Guaranty  did  not  raise  additional  capital,  did  not  satisfy  the  net 
worth  condition  imposed  by  Ms.  Bassett  and  therefore  never  operated 
a  broker-dealer. 

I  have  been  shown  a  copy  of  a  letter  from  Stephen  Cuffman,  an 
attorney  with  Cuffman  &  Cuffman,  to  John  Latham,  dated  October  9, 
1985.  The  letter  appears  to  address  the  proposed  preferred  stock 
issue  by  Madison  Guaranty.   I  have  not  seen  that  letter  before. 

c.    Other  Matters  for  Madison  Guaranty. 

Mr.  Latham  told  me  that  Madison  Guaranty  was  considering 
forming  a  limited  partnership  and  selling  limited  partnership 
units.  I  mentioned  Madison  Guaranty's  idea  to  Mr.  Kennedy,  who  had 
significant  experience  in  such  transactions.  Mr.  Kennedy  agreed  to 
be  available  in  my  absence  to  answer  questions  that  Madison 
Guaranty  might  have  about  the  idea.  I  do  not  recall  any 
significant  work  on  that  issue.  To  my  knowledge,  Madison  Guaranty 
did  not  sell  limited  partnership  units. 

I  have  been  shown  copies  of  two  letters  from  Pat  Jones 
(Heritage)  dated  August  8,  1985  and  August  9,  1985.  At  the  time, 
Ms.  Heritage  was  an  assistant  to  Mr.  Latham.   Those  letters  refer 
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Frost  lawsuit  or  savings  and  loan  litigation  work  in  general.  I 
told  Mr.  Foster  about  my  assistance  to  Madison  Guaranty  in  the  two 
matters  described  above.  I  asked  Mr.  Foster  if  he  thought  there 
was  a  conflict,  and  Mr.  Foster  said  that  he  did  not  think  so  but 
would  discuss  it  with  the  government.  Mr.  Foster  also  asked  me 
whether  Rose  had  done  any  other  savings  and  loan  work.  Mr.  Foster 
was  always  very  careful,  and  he  often  informed  clients  about  issues 
that  were  not  actual  conflicts.  I  do  not  recall  when  this 
conversation  occurred,  but  it  was  some  time  before  Rose  agreed  to 
represent  the  RTC  in  the  Frost  litigation. 

After  I  learned  that  Rose  had  been  retained  by  the  government 
in  the  Frost  case,  I  asked  Mr.  Foster  whether  he  had  mentioned  the 
prior  representation  of  Madison  Guaranty  to  the  government . 
Mr.  Foster  said  that  he  had  discussed  the  issue  with  the 
government,  but  I  do  not  believe  he  said  who  he  had  contacted. 
Mr.  Foster  told  me  that  the  government  agreed  that  Rose's  prior 
representation  of  Madison  Guaranty  did  not  pose  a  conflict  of 
interest.  Based  upon  my  knowledge  of  Vince  Foster  as  a  careful 
lawyer  of  high  integrity,  I  accept  as  true  Mr.  Foster's  statement 
to  me  that  he  had  discussed  this  issue  with  the  government. 

5 .  Other  Matters. 

I  have  been  asked  if  I  know  someone  named  E.J.  Massey.  I  do 
not,  although  there  are  a  number  of  Masseys  in  Arkansas,  and 
conceivably  I  could  be  related  to  him  or  her. 

At  the  time  I  represented  Madison  Guaranty,  I  do  not  believe 
that  I  knew  that  Seth  Ward  was  Webb  Hubbell's  father-in-law.  I 
also  do  not  believe  that  I  knew  Mr.  Ward  was  on  the  Board  of 
Directors  of  Madison  Guaranty.  Since  doing  the  198  5  work  for 
Madison  Guaranty,  I  have  learned  Seth  Ward  is  Mr.  Hubbell's  father- 
in-law. 

6 .  Conclusion. 

I  believe  that  Madison  retained  Rose  to  work  on  the  preferred 
stock  proposal  and  the  broker-dealer  proposal  because  Rose  is  among 
the  best  law  firms  in  the  region  to  perform  such  securities  work. 
I  doubt  that  Madison  Guaranty  hired  Rose  in  an  effort  to  use 
whatever  influence  Ms.  Clinton  may  have  had  to  impress  the  Arkansas 
regulators.  That  is  because  Madison  Guaranty  hired  Rose  only  for 
narrow  and  straightforward  securities  law  issues  and  used  another 
law  firm  for  its  ongoing  regulatory  matters.  To  my  knowledge,  Rose 
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did  not  have  any  discussions  with  the  regulators  about  whether 
Madison  Guaranty  was  undercapitalized  or  solvent,  nor  did  we  try  to 
persuade  the  regulators  to  keep  Madison  Guaranty  open. 

I  do  not  believe  that  the  Arkansas  regulators  were  influenced 
by  Ms.  Clinton's  presence  at  Rose.  In  my  view,  the  ASD  and  the 
ASLAB  had  little,  if  any,  discretion  to  deny  the  requests  submitted 
on  behalf  of  Madison  Guaranty.  Nevertheless,  Mr.  Handley 
aggressively  challenged  the  Application  to  operate  a  broker-dealer 
and  raised  numerous  questions  and  comments  at  every  turn.  When 
ASLAB  finally  approved  the  Application,  it  imposed  conditions  that 
Madison  Guaranty  ultimately  did  not  meet. 

The  speculation  that  the  work  I  did  for  Madison  Guaranty 
created  a  conflict  of  interest  in  the  Frost  litigation  is 
unfounded.  I  do  not  believe  that  I  submitted  to  ASLAB  any 
financial  statements  prepared  by  Frost.  Further,  I  did  not 
independently  review  or  analyze  Madison  Guaranty's  financial 
condition,  nor  did  I  have  the  expertise  to  do  so.  I  do  not  recall 
ever  having  dealt  with  Frost  regarding  Madison.  Instead,  I  relied 
on  the  expertise  of  the  employees  and  accountants  of  Madison 
Guaranty  who  prepared  its  financial  statements,  and  I  simply 
transmitted  that  information  to  the  regulators. 

I  have  read  the  foregoing  statement  consisting  of  13  paces 
and  it  is  true  and  accurate  to  the  best  of  my  knowledge  and  belief. 
I  have  initialed  each  page. 


6J1S/1Z 


Signature   of   Maker  Date 
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ROSE  LAW  FIRM 

ATTOenCrS 

>n  nil  fOu«'»   tracer 

UTTLC  sock  adkanSas  »mo 


October  10,  1983 


Mr.  James  B.  McDougal 
Chairman  of  the  Board 
Bank  of  Kingston 
101  Public  Square 
Kingston,  AR   72742 

Dear  Jim: 

Pursuant  to  your  discussion  with  Hillary  Rodhaa 
Clinton,  Z  am  enclosing  herewith  a  copy  of  our  firm 
statement,  dated  December  23,  1981,  covering  services 
rendered  in  connection  with  the  matter  of  the  First 
National  Bank  of  Huntsville  v.  Madison  Bank  and  Trust. 

Very  truly  yours, 


0 


C.  J.  Giroir,  Jr. 


CJGjrrsg 
Encl. 
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ROSCLMVrtftM 

i  20  ca*t  rou«TM  m«rr 
UTTLi  ROCK  AJMANSAS   72201 

in  ACCOUNT  WITH  n<OXMI}7MI]l 

December  23,  1981 
Mr.  James  B.  McOougaL 
Chairman  of  the  Board 
Bank  of  Kingston 
Kingston,  AR    72742 

Tti  Utntifictlto*  mmmitr  It  04)1414  _,_  . 

v-JG/3g 


FOR  LEGAL  SERVICES  AND  PROFESSIONAL  ADVICE 

rendered  by  Vincent  Foster,  Jr.,  Carol  Arnold 

and  Mary  Ellen  Russell  subsequent  to  our 

billing  dated  December  23,  1981  through  Hay 

15,  1982  in  connection  with  the  matter  of 

First  National  Bank  of  Muntsville  v.  Madison 

Bank  and  Trust;  Madison  Chancery  IE-81-112 $  5,000.00 

COSTS  ADVANCED  SUBSEQUENT  TO  OUR  BILLING  DATED 
DECEMBER  23,  1981  THROUGH  JULY  31.  1982i 

Long  distance  telephone       $  91.17 

Xerox  charges  21.40 

Extraordinary  postage  1.56 

Package  delivery  expenses  6.70 

Supreme  Court  Clerk  100.00 

Computer  Research  92.70 

Trevathan  Printing  Company  580.10 

Total  costs $    893.63 

TOTAL  FEES  AND  COSTS $  5.893.63 


noooi*0 
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MINUTES  OF  MADISON  BANK  AND  TRUST 
BOARD  MEETING 


The  regular  board  meeting  of  Madison  Bank  and  Trust  met  Tuesday, 
November  27,  1984  at  the  Madison  County  Telephone  office  ac  6:00  PM. 
All  members  were  present,  and  Chairman  McDougal  announced  a  quorum 
was  present  and  called  Che  meeting  to  order. 

The  first  order  of  business  was  Che  discussion  of  the  Auditor's 
Report  and  Management  Letter.  The  Payroll  Procedures  and  the  Incom- 
plete Loan  Accounts  were  discussed.  It  was  suggested  that  the 
accountant  instruct  bank  personnel  in  a  method  that  would  more 
accurately  reflect  withholding  at  each  pay  period. 

The  bond  was  discussed.  The  high  rate  was  of  concern  to  the 
members.  The  Board  instructed  President  Bunch  to  send  a  letter  to 
State  Bank  Commissioner  to  determine  another  possible  course  of 
action. 

The  FDIC  Report  of  Examination  of  August  24,  1984  was  discussed. 
This  report  was  discussed  at  board  meeting  in  September  in  Fayetteville. 
Report  again  reviewed  and  discussed.  Letter  from  Mr.  Halvorson  was 
made  part  of  minutes  en  motion  by  Austin  Smith,  seconded  by  Julie 
Baldridge.  It  was  approved  unanimously. 

The  minutes  of  the  September  meeting  were  read,  reviewed, 
corrected,  and  approved  unanimously.  The  loan  portfolio  was  pro- 
duced by  Mr.  Bunch,  with  trouble  loans  high-lighted,  and  reviewed 
by  Board.  With  loan  reserve  ratio  in  mind,  it  was  believed  the 
reserve  was  adequate  based  on  this. 

The  Daily  Statement  was  reed,  reviewed,  and  approved  unanimously. 
It  was  noted  that  earnings  were  $69,048  with  a  L/D  Ratio  of  511  and  Che 
Capital  Ratio  of  7.6Z.  The  reduction  in  earnings  was  attribtued  to 
heavy  accounting  fees  for  the  audit  and  a  payment  of  legal  fees  from 
1983  lawsuit.  President  Bunch  noted  it  was  impossible  tnat  tne  Bank's" 
Capital  Account  could  be  evaluated  because  Che  accrual  system  on 
CD's  was  not  daily.  Beginning  now,  we  will  move  to  find  a  method 
for  daily  accrual.  It  also  was  noted  that  a  $225,000  CD  was  accepted 
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MINUTES  OF  THE  MADISON  BANK  AND  TRUST 
BOARD  MEETING 


jlar  monthly  board  meeting  of  Madison  Bank  and  Trust  met  Tuesday, 
Br  25,  1984  at  the  Hilton  in  Fayetteville,  Arkansas  at  2:00  PM. 
Laenbers  present  were  John  Robertson,  Jerry  Pickingpaugh ,  and 
Thornton.  Members  present  from  the  State  Bank  Department  vere 
lark  and  Larry  Hillyard.  The  members  were  admitted  to  the  meeting 
it  objection.  All  the  board  members  were  present  except  Director 
iShron  and  Director  Austin  Smith. 

riely  classified  loans  were  discussed  as  follows: 

-  Proposing  a  10%  reduction  in  principal  plus  interest.  Suit 
"be  filed  if  there  isn't  a  reduction  in  principal  or  if  the  loan  is 
[properly  secured.  It  will  be  charged  off  if  the  above  arrangements  are 
|ude. 

>-  Has  reduced  his  loans  to  §58,000. 

stated  there  were  IX  overdue  loans  at  examination.  He 
extensions  without  principal  "reduction  too  numerous. 

asked  about  periodic  review  system  of  loans  and  was  inr 
that  review  does  take  place  but  was  not  properly  documented  in 
minutes . 

•asked  if  there  were  any  surprises  on  classification  lists  and 
fthis  review  would  prevent  such  surprises.  Board  said  they  felt  these 
i  vera  good  loans.' 


than 


said  examiners  were  looking  more  at  cash  flow  and  ability 
at  collateral. 


5r*Steve  Smith  moved  we  amend  minutes  of  last  board  meeting  to  reflect 
loan  loss  reserve  amount  is  reviewed  each  month. 

Ltal  and  earnings  were  reviewed.     7.5X  ac  examination  considered 

L  b>nttMHHPhsvff.     He  asked  board  what  they  intended  to  do 
[this.     Director  Smith  said  he  would  move  to  reduce  jumbo  certificates 
imost  expedition*  way  to  raise  capital  ratio. 

[ions  were  discussed.     Three  overlines  (over  $60,200). 

»-  reduced  to  conformity  amount. 
'.-  $25,000  coming  out  by  October  board  meeting. 
*  $100,000  still  excess/still  in  court. 

"oTc-apital  reserve  arrived  at  by  nexc  ooaro  **#%, 

,  further  business,  meeting  was  adj^med.  , 
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omton  requested  letter  in  detail  on  Cease  and  Desist  Compliance 
the  October  board  meeting. 

ark  stated  his  office  is  pleased  with  the  progress  made  and 
36  board  to  continue  on  with  good  wdrk  and  to  pursue  all  charge- 
.  McDougal  expressed  thanks  to  examiners  for  courteous  and 
it  work.     The  examiners  departed  and  the  board  meeting  continued. 

:were  read,  reviewed,  and  approved  unanimously. 

statement  read,  reviewed,  and  approved  unanimously.     It  was  noted 
"  lings  were  at  $59,861  with  L/D  ratio  at  55%.     Blanket  bond 
i.     The  audit  is  completed.     Mr.  Samples  moved  and  Mr.  Vaughn 
that  Mr.  Bunch  have  discretionary  power  to  secure  bond  on  time. 
{approved  unanimously. 

moved,  Mr.  Bunch  seconded  that  action  to  transfer  $50,000  from 
3ed  profits  to  surplus  be  rescinded.     Adopted  unanimously. 

an  discussed.     Directors  asked 


were  discussed, 
ser  scrutiny  on  this  loan. 

loans  reviewed i 

0BBK&&  house  deeded  to  bank.     Will   list  immediately  for  sale 

40BBB:  -  This  may  be  problem.     Total  loan  is  $25,000  with 
house  worth  in  excess  of  $40,000  with  first  mortgage.     At  45 
days,  it  is  to  go  to  attorney.     Divorce  impending. 
S&mBBBSBSKt  -  $5,000  in  escrow  for  radio  station.     Mr.  Bunch 
will  call  Pat  Demaree  regarding  when  sale  of  radio  station. 
'  WW>  -  Ask  for  collateral  first,  then  principal  re- 
duction.   ^M^VjHto  on  Huntaville  Service  &  Supply  note, 
J,  and  thfs  can  bring  pressure.     Mr.   Bunch  will  proceed  on  this  order. 
-  Working  and  will  pay. 
»-  He  has  called  and  stated  he  needs  more  time. 
-  Asked  for  renewal  on  loan  for  $31,500  with  a  $1,000 
reduction  in  principal  plus  interest  at  prevailing  rate.     Julie 
%.  Baldridge  moved,  Easterling  seconded  that  loan  be  renewed  at 
fc  prevailing  rate  with  a  1,000  reduction  in  principal  plus  interest, 
^^gsaooroved  unanimously. 

VflHRBMbMr  -  Prosecuting  attorney  will  be  pursuing.     Also  will 
ask  bankruptcy  court  to  declare  this  a  "nondischargable"  debt 
>to  pursue  at  length. 

'Tina  -  We  owe  $5,000  for  Huntsville  move  appeal,  according  to  firm, 
scussed  the  fact  that  new  lawyer  sent  to  argue  case.     Mr.  Vaughn 
McDougal  seconded  that  Mr.  Bunch  will  negotiate  settlement  with 
Approved  unanimously. 

il  suggested  books  be  adjusted  to  monthly  payouts  for  annual 
Rand  to  pursue  Wonder  State  diligently.     He  also  suggested  that 
of  capital  reserve  arrived  at  by  next  board  meeting. 


ling  no  further  business,  meeting  was  adj 
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Vinson  &Elkins 

ATTORNEYS  AT  LAW 

VINSON  1  EUINS  LLP 
THE  WILLARO  OfFICE  8UIL0INC 
MSS  PENNSYLVANIA  AVE  .  N  W 

WASHINGTON.  DC.  20004-I00S 

TELEPHONE  (202)  63»»SOO 
f AX  (202)   411-460* 


April  18,  1996 


Bv  Hand 

Alice  Fisher,  Esq. 
United  States  Senate 
Commiaee  on  Banking,  Housing 

and  Urban  Affairs 
534  Dirksen  Senate  Ofc.  Bldg. 
Washington.  D.C.  20510-6075 

Re:       Rose  Law  Firm 

Dear  Alice: 

I  am  producing  to  you  today  documents  numbered  RS  002901  through  RS  002908.  These 
are  the  additional  documents  we  recently  located  that  I  described  to  you  yesterday  concerning 
Madison  Guaranty  and  Bank  of  Kingston  files  checked  out  of  Rose's  remote  warehouse.  In  addition, 
I  reviewed  our  production  of  documents  concerning  the  Bank  of  Kingston.  Although  we  had 
produced  several  fee  credit  reports,  I  discovered  that  a  few  pages  were  inadvertently  not  included 
in  our  prior  production,  and  I  am  producing  them  to  you  today. 


Sincerely  yours, 


,££&■ 


Alden  L.  Atkins 


cc:       trance  Cole  [w/encls.J 
Ronald  M.  Clark 


lOUSTON  DALLAS 


WASHINGTON.  DC.         AUSTIN        MOSCOW         LONOON         MEXICO  ClTT         SINGAPORE 
Vimou  &  E^k.m  LLP    11  P«j.n«r«a  Limited  Li»Wrt»  Pinnenh.p 
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RS  002901 
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RS  002902 
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FDIC 

Fvdsnl  Ctooocit  Insuranc*  Corporation 

Wag/vnqlon,  P.C.  20429 ' CMIcn  o(  Lesislatlvs  a 


April  30,  1956 


Honorable  Alfonse  M.  D'Amato 

Chairman 

Committee  on  3anking,  Housing, 

and  urban  Affairs 
Cnited  States  Senats 
Washington,  D.C.   20S10 

Dear  Mr.  Chairman: 

Enclosed  is  the  first  sen  of  documents  that  are  resoonsive  to 
Robert  J.  Giuffra,  Jr. '3  letter,  dated  April  17,  199S.   We  have 
interpreted  Mr.  Giuffra' a  letter  to  request  documents  that 
relate  to  fees  and  charges,  including  budgets,  submitted  by 
Pillsbury,  Madison  &  Sutro  (PM&S)  to  the  Resolution  Trust 
Corporation  and  Federal  Deposit  Insurance  Corporation  or 
created  by  the  RTC  and  FDIC. 

To  assemble  these  documents,  we  reviewed  the  Madison- related 
recordB  of  the  following  former  RTC  attorneys  who  worked  en  the 
Madison  Guaranty  investigation:   Terry  Arbit,  Melinda  Xnanishu, 
James  Igo,  Mark  Gabrellian,  Thomas  Hindes,  Andrew  Tomback, 
Ellen  Xulka,  and  William  Ccllishaw.   In  additicn,  we  reviewed* 
the  files  of  the  current-  FDIC  attorneys  working  on  the  Madiaon 
Guaranty  investigation  -  James  Igo,  M.  Lauck  Walton  and  John 
Thomas  -  for  their  responsive  documents .   As  previously  noted, 
all  of  the  Madison- related  documents  that  have  been,   collected 
by  the  FDIC  and  RTC  are  available  for  yeur  staff's  review. 

Please  be  advised  that  fee  information  submitted  by  PM&s 
relating  to  matters  other  than  Madison  Guaranty  Savings  &  Loan 
was  redacted.   PM&S  also  redacted  certain  information  on 
invoices  that  relate  to  clients  ether  than  the  RTC  and  FDIC. 
The  enclosed  responsive  documents  are  bates  numbered  "S-TA0  00  01 
through  102,"  "S-MMK00002  through  9,"  "S-JI00017  through  434," 
"S-MG00106  through  700,"  "S-TH00434  -  454,"  "5-2X00326  -  338," 
and  "S-MLW00024 . " 

Finally,  enclosed  is  a  complete.  Bet  of  the  PM&S  invoices  which 
are  maintained  by  the  FDIC 3  Legal  Information  System  Section, 
we  also  are  enclosing  copies  of  all  invoices  submitted  by  PM&S 
which  are  included  in  the  RTC  Professional  Liability  Section 
central  files  and  are  now  located  in  boxes  1-388  through  390  in 
the  Madison  storage  rccm. 


325 

The  FDIC  as  successor  to  the  RTC  expressly  reserves  its  rights 
in  the  privileged  and  confidential  nature  of  these  documents. 
The  production  of  these  documents  pursuant  to  your  request  and 
the  subpoenas  issued  to  the  RTC  and  7DIC  by  the  Special  Commit- 
tee does  not  constitute  a  waiver  of  any  privilege  attaching  to 
the  documents,  nor  does  it  authorize  any  such  waiver. 

We  hope  this  information  ia  of  assistance  to  you.   If  you  have 
any  questions,  please  let  me  know. 


Sincerely, 


y^£_ 


Alice  C.  Goodman 

Director 

Office  of  Legislative  Affairs 


Enclosures 


bcc:   Robert  J.  Giuffra,  Jr. 

Chief  Counsel  (withoug  enclosure) 
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PAGE      2 
5TH  STORY  of  Level  1  printed  in  FULL  format. 

Copyright  1993  The  Times  Minor  Company 
Los  Angeles  Times 

November  7,  1993,  Sunday,  Home  Edition 

SECTION:  Part  A;  Page  17;  Column  1;  National  Desk 

LENGTH:  1909  words 

HEADLINE:  FALLOUT  FROM  COLLAPSE  OF  S&L  SHADOWS  CLINTON; 

INQUIRY:  TWO  TARGETS  OF  CRIMINAL  PROBES  CHARGE  THAT  THE  THEN-GOVERNOR  HAD  A  ROLE 

IN  THE  DEBACLE.  THE  WHITE  HOUSE  STRONGLY  DISPUTES  THE  ALLEGATIONS. 

BYLINE:  By  WILLIAM  C.  REMPEL  and  DOUGLAS  FRANTZ,  TIMES  STAFF  WRITERS 

DATELINE:  LITTLE  ROCK,  Ark. 

BODY: 

The  1989  failure  of  a  small  Arkansas  savings  and  loan  has  triggered  criminal 
probes  targeting  some  of  President  Clinton's  oldest  friends  and  political 
allies,  compelling  the  President  repeatedly  to  deny  allegations  that  he  had  a 
role  in  the  debacle. 

One  of  those  longtime  Clinton  associates  is  James  B.  McDougal,  former  owner 
of  the  ill-fated  Madison  Guaranty  Savings  &  Loan,  who  told  The  Times  that  he 
hired  the  then-governor's  wife,  attorney  Hillary  Rodham  Clinton,  in  1984  because 
Clinton  said  his  family  needed  financial  help. 

David  Hale,  another  longtime  political  supporter  and  former  Clinton-appointed 
judge  who  is  currently  under  federal  indictment  for  loan  fraud,  said  he  made  a 
S300.000  loan  to  McDougal's  wife  in  1986  after  Clinton  personally  asked  him  to 
help. 

That  loan,  backed  by  the  Small  Business  Administration  that  subsidized  Hale's 
investment  company,  was  never  repaid. 

McDougal  has  acknowledged  that  SI  10,000  of  that  SBA-backed  loan  was  invested 
in  an  Ozarks  real  estate  venture  in  which  the  Clintons  were  half-owners. 

Both  claims  —  that  the  governor  lobbied  the  ailing  thrift  to  hire  his  wife 
and  that  he  urged  Hale  to  loan  money  that  went  into  a  Clinton-owned  business  - 
have  been  strongly  disputed  by  the  White  House.  Clinton  told  reporters  last  week 
that  he  and  his  wife  had  done  nothing  improper. 

But  such  allegations,  raising  questions  about  possible  conflicts  of  interest 
and  abuse  of  office  by  the  then-governor  of  Arkansas,  continue  to  be  nettlesome 
because  they  are  coming  not  from  Clinton's  critics  but  from  some  of  his  oldest 
friends  and  supporters. 

Take,  for  example,  the  story  behind  Hillary  Clinton's  legal  retainer. 

The  matter  first  became  an  issue  during  last  year's  presidential  campaign 
when  it  was  disclosed  that  Hillary  Clinton  had  represented  the  savings  and  loan 
in  an  appeal  for  favorable  action  by  the  state  securities  commissioner,  an 
appointee  of  her  husband,  the  governor. 
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What  had  not  been  previously  reported  was  McDougal's  explanation  for  hiring 
the  governor's  wife.  He  provided  this  account  in  a  recent  interview  with  The 
Times: 

Early  one  morning  about  nine  years  ago,  McOougal  answered  a  knock  at  his 
office  door  from  a  winded  and  sweating  Clinton,  out  on  one  of  his  morning  jogs. 
Clinton  was  then  struggling  to  retire  campaign  debts  and  to  make  ends  meet  on 
his  S35,000-a-year  salary.  The  governor  expressed  concern  about  his  family's 
financial  condition  and  told  McDougal  that  "things  were  tight,"  requesting  that 
the  savings  and  loan  send  some  business  to  Hillary  Clinton  through  her  law  firm. 

"I  asked  him  how  much  he  needed,  and  Clinton  said  'about  S2.000  a  month'  " 
McOougal  said.  Later  that  day,  the  Madison  Guaranty  owner  said,  he  directed  an 
S&L  executive  to  immediately  put  Hillary  Clinton's  Rose  Law  Firm  on  retainer  for 
that  amount. 

"I  hired  Hillary  because  Bill  came  in  whimpering  they  needed  help," 
McDougal  told  The  Times.  He  said  he  had  no  specific  legal  work  in  mind  when  he 
hired  Hillary  Clinton. 

McOougal  said  he  recalled  the  event  vividly  because  he  was  so  uncomfortable 
in  the  meeting  —  not  over  the  retainer  issue,  but  because  throughout  that 
morning  conference,  Clinton  sat  sweating  in  McDougal's  new  leather  desk  chair, 
an  expensive  gift  from  his  wife. 

There  is  no  dispute  that  Hillary  Clinton  subsequently  went  on  retainer  for 
Madison  Guaranty  at  S2.000  a  month.  But  White  House  Press  Secretary  Dee  Dee 
Myers  said  Clinton  never  sought  business  for  his  wife. 

"The  President  had  nothing  to  do  with  it,"  Myers  said.  "He  never  solicited 
business  for  the  Rose  Law  Finn  or  his  wife.  This  never  happened." 

McOougal,  who  was  acquitted  in  1990  of  loan  fraud  charges  stemming  from  his 
S&L's  collapse,  acknowledged  that  he  is  the  subject  of  a  renewed  criminal 
investigation  into  other  aspects  of  the  thrift's  failure. 

But  White  House  efforts  to  discredit  McDougal  pose  something  of  a  dilemma 
since  he  was  once  a  close  friend  and  business  partner  of  Clinton.  It  was  their 
business  arrangement  that  first  brought  Clinton  some  political  embarrassment. 

Early  in  the  1992  presidential  campaign,  the  New  York  Times  disclosed  their 
partnership  in  a  speculative  land  venture  called  Whitewater  Development.  The 
Clintons  and  McDougals  shared  50-50  interest  in  the  Ozarks  project  from  1978 
until  the  very  eve  of  the  presidential  inauguration. 

The  Clintons  reportedly  lost  money  in  the  deal.  However,  the  press  account 
questioned  whether  the  governor  should  have  been  in  any  kind  of  business 
relationship  with  the  owner  of  a  state-regulated  savings  and  loan. 

Compounding  concerns  about  such  potential  conflicts  of  interest  was  the 
disclosure  that  Hillary  Clinton,  while  on  retainer  to  Madison  Guaranty,  had 
represented  the  S&L  in  its  appeal  to  the  state  securities  commissioner. 

Last  week,  the  Washington  Post  reported  that  federal  investigators  are  trying 
to  determine  whether  McDougal  may  have  improperly  used  Madison  Guaranty  funds 
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to  help  Clinton  retire  his  1984  campaign  debt. 

In  April,  1985,  the  S&L  hosted  a  fund-raiser  at  its  Main  Street  office  to 
raise  S35.000  for  Clinton.  Investigators  suspect  that  S12.000  of  that  money  may 
have  come  from  overdrafts  at  the  faltering  financial  institution.  At  the  time, 
McDougal  was  trying  to  get  state  approval  to  raise  new  capitai  for  the  savings 
and  loan  through  various  unconventional  means. 

That  approval  later  was  granted  after  an  exchange  of  correspondence  between 
the  newly  appointed  state  securities  commissioner  and  the  Rose  Law  Firm,  one  of 
which  was  addressed  to  "Dear  Hillary." 

Hillary  Clinton  has  said  she  did  only  minimal  work  on  the  appeal  and  that 
there  was  no  conflict  of  interest  involved.  Beverly  Bassett  Schaffer,  the 
Clinton-appointed  securities  commissioner,  said  in  an  interview  that  Hillary 
Clinton's  role  did  not  influence  her  approval  of  the  appeal. 

Ultimately,  the  state-approved  capitalization  plans  were  not  implemented,  in 
part  because  Madison  Guaranty's  financial  condition  deteriorated  too  rapidly. 

Meanwhile,  during  the  same  period  that  Madison  Guaranty  was  helping  Clinton 
raise  campaign  money  and  paying  a  legal  retainer  to  the  governor's  wife,  the 
state  sent  some  business  Madison  Guaranty's  way  as  well.  A  state  of  Arkansas 
revenue  office  rented  a  vacant  building  controlled  by  the  S&L.  McDougal, 
according  to  published  accounts,  said  Clinton  had  helped  him  get  the  contract. 

By  early  1986,  however,  the  condition  of  Madison  Guaranty  was  sufficiently 
perilous  that  McDougal  and  others  were  especially  concerned  about  a  pending 
federal  examination  of  their  books  and  records. 

McDougal  denied  knowledge  that  his  S&L  was  in  trouble,  but  a  previous  bank 
examination  in  1984  had  already  cited  Madison  Guaranty's  extensive  real  estate 
loans  to  entities  controlled  by  McDougal  and  his  associates. 

Examiners  warned  that  the  "viability  of  the  institution  is  jeopardized 
through  (its)  current  investment  and  lending  practices  in  real  estate 
development  projects." 

Records  show  that  McDougal  had  invested  heavily  in  a  number  of  real  estate 
development  deals,  some  of  them  with  politically  prominent  people.  Those  loans 
and  investments  would  result  in  another  scathing  bank  examination  report  in 
1986. 

It  was  in  anticipation  of  such  criticism.  Hale  said,  that  McDougal  asked  him 
for  help.  It  also  is  the  origin  of  another  disputed  link  between  the  failing  S&L 
and  Clinton. 

In  a  series  of  interviews,  Hale  provided  this  account: 

It  was  around  February,  1986,  when  he  was  called  to  a  meeting  with  Clinton  in 
one  of  McDougal's  real  estate  development  offices  on  the  outskirts  of  Little 
Rock. 

At  the  time.  Hale  operated  a  family  investment  firm  called  Capital-Management 
Services,  which  loaned  out  venture  capital  to  minority  and  disadvantaged 
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borrowers  and  which  was  subsidized  by  the  SBA.  According  to  Hale,  McDougal  had 
previously  asked  him  to  help  clear  up  some  potentially  troublesome  obligations 
involving  "the  political  family"  on  the  Madison  Guaranty  books.  He  said  he  came 
to  leam  that  the  family  included  Clinton,  although  he  did  not  know  details  of 
the  governor's  involvement  with  McDougal  or  the  S&L 

On  one  occasion,  when  Hale  happened  to  be  waiting  for  a  ride  on  the  steps  of 
the  state  Capitol  as  Clinton  passed,  he  said  the  governor  approached  and  asked 
if  Hale  was  going  to  be  able  to  "help  Jim  and  me  out." 

Hale  was  a  prominent  Arkansas  Democrat,  and  he  and  his  family  were  longtime 
political  supporters  of  Clinton.  When  the  governor  created  the  state's  first 
municipal  small  claims  court,  he  named  Hale  as  its  first  judge.  By  early  1986, 
Hale  was  running  the  biggest  court  in  the  state. 

"I  knew  I  had  to  help.  There  never  was  any  question,"  Hale  said. 

At  the  February  meeting  with  Clinton  and  McDougal,  Hale  said  discussions 
centered  on  how  to  structure  a  SIS0.000  loan  using  Hale's  SBA-backed  fund. 

"Bill  said  they  could  use  some  raw  land  in  the  Ozarks  as  collateral,  but  that 
his  name  couldn't  appear  on  any  of  the  documents,"  Hale  said,  noting  that  he 
declined  the  offer  of  raw  land  as  security  since  the  SBA  did  not  consider  it 
reliable  collateral. 

They  agreed,  Hale  said,  to  make  the  loan  in  the  name  of  Susan  McDougal,  the 
Madison  Guaranty  owner's  wife.  Hale  said  that  some  days  after  the  meeting  with 
Clinton,  McDougal  asked  Hale  to  raise  the  loan  amount  to  S300.C00   The  increase 
was  not  discussed  with  Clinton,  he  said. 

The  White  House  said  last  week  that  Clinton  had  no  recollection  of  any 
meeting  with  Hale  about  a  loan.  McDougal  also  said  the  meeting  never  occurred. 

However,  not  in  dispute  is  the  fact  that  Hale  did  make  a  S300.000  loan  to 
Susan  McDougal,  doing  business  as  Master  Marketing.  What  happened  to  most  of  the 
money  remains  a  mystery. 

According  to  McDougal  and  documents,  SI  10,000  of  that  loan  went  toward  a  down 
payment  on  land  for  the  C I inton- McDougal  Whitewater  Development  project. 
McDougal  said  he  made  that  investment  without  consulting  the  Clintons  and  the 
land  was  later  lost  to  foreclosure. 

The  5300,000  loan  to  Susan  McDougal.  now  divorced  from  the  former  thrift 
owner,  also  went  into  default,  contributing  to  a  financial  crisis  in  Hale's 
SBA-backed  fund  that  he  contends  led  to  his  current  legal  problems.  In  July,  he 
was  indicted  on  three  counts  of  loan  fraud  unrelated  to  the  McDougal  transaction 
and  immediately  resigned  from  the  bench.  He  remains  under  investigation. 

While  it  has  been  more  than  four  years  since  Madison  Guaranty  failed,  costing 
U.S.  taxpayers  about  S47  million,  criminal  investigations  arising  from  the 
failure  continue.  In  recent  weeks,  sources  say,  federal  regulators  have  asked 
U.S.  Atty.  Paula  Casey,  also  a  Clinton  appointee,  to  investigate  several  other 
transactions  at  Madison  Guaranty.  As  a  result,  McDougal  -  like  Hale  —  remains 
under  a  cloud 


330 

PAGE      6 
Los  Angeles  Times,  November  7,  1993 

White  House  officials  point  to  the  criminal  charges  pending  against  Hale  and 
the  potential  charges  against  McDougal  as  evidence  that  their  stories  about 
Clinton  are  not  to  be  believed.  Nonetheless,  the  Administration  has  been  unable 
to  quiet  the  controversy. 

Last  week.  Sen.  Lauch  Faircloth  (R-N.C.)  asked  Arty.  Gen.  Janet  Reno  to 
appoint  an  independent  counsel  to  look  into  the  finances  of  Whitewater 
Development.  Reno  declined,  saying  the  Justice  Department  can  handle  any 
necessary  inquiry. 

On  Thursday,  Rep.  John  J.  LaFalce  (D-N.Y.),  chairman  of  the  House  Small 
Business  Committee,  asked  the  SBA  inspector  general  to  investigate  Hale's 
S300.000  loan  to  Susan  McDougal,  including  the  SI  10,000  diversion  to  the  Ozark 
property  development. 

GRAPHIC:  Photo,  James  B.  McDougal  Associated  Press 
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Mr.    Claries    Haniey 

Arkansas   Securities   2apar— est 

One  Capitci  Mail 

little   Sock,   Arkansas        72201 

?.e:       Authorization   and   issuance  cf   a  class   cf   Preferred 
Siccx   cy  Madison   Guaranty,    a   iavi.-.cs   and 
lean  Chartered  under    :.-.e   laws   cf   t.-.e   State   cf   Ar Kansas 

Dear    Mr  •    Kanlev; 

Maciscn  C-uarar.ty ,  a  Savings  and  Loan  chartered  under  tie 
laws  cf  tr.e  Slate  "cr  Arkansas,  contemplates  a  capitalisation 
plan  w.-.erery  it  would  authorize  and  issue  a  class  or  *  rnnrwri 
preferred,  sto  ess*  wr.ic-.  would  nave  ~preferencV  as"  to  cividandi.3tac 
amounts  paid »in  "Irqaicacioa.  Tie  question  has  arisen  as  to 
wnetner  an  Arkansas  chartered  Savings  and  Loan  Association  nay 
under  Arkansas  law  create,  authorize  and  issue  a  class  or 
preferred  sticx.  "c:  me  reasons  stated  below,  we  are  or  tie 
opinion    tnat  a   state  cnarterec  savings  and  loan  nay  co   so. 

y-      Arkansas    statute   5751S64    (1971)    provides   in   pertinent  part: 

"    ...     (T)he  Arkansas  Business  corporation  Act,    ...   as 

i   /         'amended,     ...    snail   be    applicaaie    to    permanent    stocx    savings    ana 

~    ,-  Loan    associations    created    or    ooerating    under     the    provisions    or 

{*■*-  tlO  ^  Act    227    of    1963    ...    and    such    savings    and   loan    associations    sna — 

^y       /'  enjov    the    same    sowers    and    privileges    anc   oe    subject    to    tne    same 

r*T       )     duties,       restrictions      and      liabilities      as      other      corporations 

<  7  '<  I     except    so     for    as    the    same    nay    be    limitec    cr     enlarged    by    tne 

,'      Drovisions    of    Act    227    of    1953." 
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;.-.  snort,  an  Arkansas  cnarterec  savings  and  icar.  possesses 
ail  powers  afforded  to  stocx  corporations  uncer  tne  "  Arkansas 
Business  Corporations  Act  unless  tne  Arkansas  Ac:  227  of  1963, 
as  amended  ("Act  227*)  proniaits  tie  exercise  of  sues  powers'. 
It  is  clear  tnat  an  Arkansas  corporation  is  emccwerec  to  create 
anc  issue  a  class  of  preferred  snares  of  capital  stocx  (see  Ax*. 
Stat.  Ann.  54*201  (1956)  ana  64>202  (1966)).  Taereiore,  an 
Arkansas  cnarterec  savings  and  loan  possessing  general  corporate 
powers  may  autnente  and  issue  a  class  of  pceferrec  stocx  unless 
Act   227    pror.ioits   sacs   a   capitalisation   plan. 

we  find  no  provisions  of  Act  227  vnicr.  expressly  or 
impliedly  pronicit  tne  creation  of  a  class  of  preferred  stocx  oy 
an  Arkansas  cnarterec  savings  anc  loan  association.  Satner", 
t.-.ere  are  references  tr.rcugr.cut  Act  227  implying  tnat  several 
classes,  including  a  preferred  class,  of  capital  stock  of  an 
Arkansas  savings  anc  loan  may  exist.  for  an  example,  see  Arx. 
Stat.  Ann.  57>81^*»I962)  wnism  requires  tnat  tne  cylaws  of.  tne 
state  savings  and  loan  association  describe  the  "several  kinds 
or  classes  of  s.-.ares,  stocx  or  certificates  waics  it  may 
issue".  Otner  references  to  tne  existence  of  -uitipie  classes 
c:  snares  of  an  Arkansas  savings  and  loan  association  may  de 
found    in    Arxa.-.sas   Statutes    j7S«2-2*  -(19  62)    and   6  751J25-  ■  <:  193  2)  . 

Because  t.-.e  ;.r  xa.-.sas  statutes  expressly  give  to  an  Arxa.-.sas 
chartered     savi  i.-.c     loan     all    of     the     powers     possessed     hy    a 

corporation  u.-.t.-.  :.-.=  Arxa.-.sas  Business  Corporations  Act,  wmen 
powers  induce  tr.e  power  to  create  and  issue  a  class  of 
prefarreo  capital  stocx,  anc  secause  we  fine  .-.o  express 
pronicition  in  Act  227  against  tne  creation  or  issuance  of  sue-, 
a  class  of  preferrec  stocx,  we  nave  conclucec  tnat  Macison 
Guaranty's  proposed  capitalisation  plan  is  not  inconsistent  witn 
Arxansas  law.  Should  you  require  furtner  information  or 
assistance,  please  advise  Hillary  Itocnaa  Clinton  or  Hicr.arc 
ttassey   of    t.-.is    firm. 


Very   truly  yours. 
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VIA   HAND    DELIVERY 

Mr.   Charles   Handley 

Arkansas   Savings  and  Loan  Supervisory  Board 

Number    1,    Capitol  Mall 

Little  Rock,   Arkansas      72201 

Re:      Madison  Guaranty   Savings   and   Loan  Association 
Dear  Mr.    Handley: 

I  attach  one  original  and  five  copies  of  an  application  to 
the  Arkansas  Savings  and  Loan  Supervisory  3oard  filed  on  behalf 
of  the  above-referencea  association.  Our  firm's  check  for 
510.00,  representing  the  filing  fee  for  this  application,  is 
also  attached. 

Should  you  require  additional  information  or  clarification, 
please  advise  me. 

Very  truly  yours, 


Richard  N.    Massey  ^\ 
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APPLICATION  TO  THE  ARKANSAS  SAVINGS  &  LOAN 

ASSOCIATION  BOARD  ?OR  APPROVAL  TO  ENGAGE  IN 

\     ACTIVITIES  NOT  SPECI7IED  IN  ARTICLE  S3 

THE  RULES  AND  REGULATIONS  OP  THE  ARKANSAS  SAVINO 

LOAN  ASSOCIATION  BOARD 


CS  BSHAL7  OB  WVDISO* 


»  VLOAN  ASSOCIATION  A  SAVINGS  AND/  LOAN  ! 
UNDER  THS^LAMS  OP  THE  STATS  OF  ARKANSAS 


0<L    A/«rt  L-a-7  & 
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3. 


\Ana\lysi3 

a.   \The  proposed  activities  are  reasonably  related? 
:o  the  existing  activities  of  the  association7  . 

State  Chartered  savings  and  loan  institutions 

ava  general  corporate  powers,  which^-lnc  lude 

the  power  to  engage  in  the  proposed  activity 

Federal  savings  and  loans  may  engage  in 
broker/dealer  activity  and  state  savings  and 
loans  have  the  power  to  adopt  any  business 
ised  for  a  federal  ass 


/•  •/•! 


/  * 
.  .  5 


o<;  rnnP33 
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1 .      Statement   of  Abdication 

This    is   an  acolication  to  the  Arkansas  Savingsxand  Loan 

:o_  engage   in  activities 
sASLAB.    \This 


Association  Board   ("AS 
not  specified  hy^the 
.icat  ion/1 


appl 


C "Rules 


i 


s  submitted  pursuant  to  Article  2,  Section  B 
Practice  and  Procedure"]  of  the  Rules  and  Regulations 


of  the  ASLAB.   The  full  name  and  address  of  the  applicant\is 


Madison)  Guaranty  Savings  &  Loan,  16th  and  Main  Streets,  Little 
Rock, 


Arkansas   72202. 

\   \ 
2.   Statement  of  Facts 


The  facts  upon  which  this  application  is  based  are  as 


follows 
Mad 


\ 


anty  Savings  &  Loan  Association  ( "ApplicantNL 


proposes  to  offer  certain  brokerage  services  through  a 
second-tier  service  corporation,  the  capital  stock  of  which  will 
be  wholly-owned  by  Madison.  As  a  second-tie^ 
corporationxthe  broker/dealer  will  provide  the  generarxrange  of 
brokerage  services  offered  by  other  registered  broker  dealers. 
Such)  services  will^be  offered  primarily  to  customers  of    \ 

se  that  the  brokerage  firm  be     , 
rticular  categories  of  activities: 


debt  securities  on  behalf  6fxand  for  the  account  o 


or  redemption  of  equity 
f  others; 
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2.   Assisting  asirsr  service  corporations  of  Madison  as  well 
as  entities  unrelated  to  Madison  in  the  implementation  of 

private  placement  of  securities £^ch_private  placements  would 

involve  securities  issued  by  entities  relatedta.  MadisonXor 
affiliates  tnereof,  as  well  as  those  issued  by  entrbi^s 
unrelated/ to  Madison. 

/  The/ brokerage  firm  will  be  staffed  with  at  least  two 
individuals  who  have  passed  all  requisite  examinations  and  who 
are!  thoroughly  trained  in  rendering  such  services.   It  is, 

anticipated  that  additional  employees  of  the  brokerage  fira  will 

\   \  'I 

receive  Appropriate  training  from  the  registered  principals 'o^ 

\     \  /         i     i 

the  brokerage  firm.      Personnel  of  the  brokerage  fira^iay  diviclr 

\     \  ^          ,      V       * 

their  time  between  their  duties  as  savings^and-Toan  employees 

and  those  asNbxokerage  employees.  

The  broker/dealer  would  comply  and  maintain  compliance  with 

all  [applicable  state  and  federal  regulations^regarding  the 

esisteneeXcontinuing  capital  requirements,   bookV^and^xecord 

keeping  andvMMRloye*  qualifications  applicable  to  al. 

broker/dealerVsxegistered  under  state  and  federal  law.\ 

•fli<1hnil**'i '  i   i 

3. 

matJ 

^^egoingxfact*  and  on  the  following/discussion 
wjjg'jm  havVconcluded  that  it  i«  permissible /for 
Madison  to  "engage  in  the  proposed  brokerage  activities.      / 

!  a.      The  proposed  activities  are^raaacnablv  related- to  the 
activity 


ofxthe   aascciation. 
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Brokerage  act>vilffes  are  reasonably  related  to  the  existing 

>owers.   Although 
the  investment  powers^sf— -st-aie  ai> but.  .rations  have  in  they  past 
been  limited  to^fesidential  mortgages,  the  investment  power  of 


state'  and  federal  associations  have  been  enlarged  anc 
associations  now  may  invest  in  broader  classes  of  securities 


Moreover,  the  marketplace  has  changed  as  much  if  not  more\than 

I    /  \   I 

thei  powers  of  savings  and  loan  associations  in  recent  years  such 


»i  pc 

it  i 


that  investment  in  certain  securities,  and  various  derivative/ 

\   \  /   '" 

relationships  that  may  attend  such  investments,  are  now  /   / 

\   \  /   ■ 

considered  customary  consumer  alternatives  to  traditional 

\  \  /    '"' 

savingsXancV  borrowing  products.   Further,  investments  in  / 

securities\maV  stimulate  consumer  saving  and-borrowing  to  a\, 

sufficient  degree  that  they  are  similar  in  nature  and  purpose  of 

more  traditional  depository  products-. 

There  is  also  a  similarity  between  the  peg  posed,  investment 


activities; 


state  association's  trust  powers 


equity  securities  on  behalf  of  trust 


rustees 


e  the  relationship  of  trustee  and 

brokering  customer  may  differ  significantly, 
the  account  of  customers  is  not 


invest  in 
beneficiaries 

benefi 

in< 

unl 

ib.    State  chartered  savinos-s  and  loan  institutions  have 
general  corporate  powers,  which  include  the  power  to^enoaae  in 
the  proposed,  activity 


txtiesxfor 

pttxehasingxand  selling  securities' for  a  trust. 


RS  000636 


-3- 


341 


is  Annotated  6751364  provides: 

Hereafter  the  Arkansas  Business  CorporatioiiAct,  Act 
S76  of/a965,  as  amended  [564-101  et  seq.],  snail  ne 
applicable  to  permanent—stock  Sdyrngs^and  loan  associations 
created  or  oper-afTng  under  the  provisions^cfAct  227\of 
19S3,  as  amended  (SS67-1801  -  67-1862],  and  such  savings  and 
loan  association  shall  enjoy  the  same  powers  arid\privi leges 
and  be  subject  to  the  same  duties,  restrictions  and    \ 
liabilities  as  other  corporations,  except  so  far  asVthe  same 
may  be  limited  or  enlarged  by  the  provisons  of  Act  227  o^ 
J1963/,    as  amended.   If  any  provision  of  Act  227  of  1963,  as 
/amended,  conflicts  with  the  Arkansas  Business  Corporation; 
I  Act;  the  provisions  of  Act  227  of  1963,  as  amended,  shall! 
govern.  I 

\Zn  short,  unless  specifically  prohibited  by  Arkansas  Act  227 

\       \  i      /' 

of  1963  ("Act  227"),  a  state  savings  and  loan  association:  enjoys 

all  powers  afforded  Arkansas  corporations.   Ark.  Stat.  Ana.  /  JT 

645104  \i96n5)  enumerates  powers  afforded  Arkansas  Corporations*. 

and  specifioaily  provides  that  corporations-shall  have  the  power: 


. ter  acquire,  by  purchase,  subscription,  gift,  will  or 
otherwise,  and  to  own,  hold,  vots,  sell,  mortgage,  lend, 
pledge  or  otherwise  dispose  of,   and  otherwise  use  and  deal 
inland  with  any  or.  all  of  the  shares  of  other  interests  in, 
or  Obligations  of,  other  domestic  or  fore4gn"co<porations  or 
the  obligations  of  any  associations,  partnerships^or 
individuals,  or  any  direct  or  indirect  obligations  o' 
United  ^t^ates  or  any  government,  state,  territory^ 
governiwataivdistrict  or  municipality  or  of  any  \ 
instrumentality  thereof.   '  *  \ 

Associations  pursuant  to  Ark.  Stat;. 
th'esjpcver  to  invest  and  trade  in 


This  power  wot 


. include  activities 


generally  associated  with  the  operation  of  a  broker/dealer  since 
a  broker/dealer's  principal  activity^aay^b^dss«ibejd^as  the 
acquisit^r*--andv)dispo8ition  of  equity  or  debt  securities  for  its 
own  account  *r^  for  the  accounts  of  others. 
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savings  ar.d  loan  association  possesses 


general  brokerage  powers,  by  virtue  of  the  above-quoted  statute, 

pu uhib i frs— sue_h  activity,   we  find  no 

:ivites  oy 

\ 


unless  Act  227  specifica 

provisions  of  Act  227  which  prohibit  brokerage 

stats' chartered  savings  and  loan  institutions. 

/c.   Federal  savings  and  loan  associations  may  engage  in 
broker/dealer  activity  and  state  savings  and  loans  have  the 
power  to  adopt  any  business  and  practice  authorized  for  a  I 
federal!  association. 


W 


icle  3  of  the  Rules  and  Regulations  of  the  ASLAB  state 

V  -   -    -  ,/.   '' 

.  .  .ha 


ave-.thm. 

/   7  f 

thod  oc  jr- 


that  state  chartered  savings  and  loan  associations 

power  to  adopt  any  business  practice,  procedure  or 

system  authorized  for  a  federal  association_jdoing  business  'in 

this  state 

Further,   Article  3A  of  the  ASLAB  Rules  and  Regulations 
states 


Arkansas  Savings  an4  Loan 
"    limitations   of  the  provisions  of 
of  Arkansas  sol:  preempted  by 
_  savings  and  loan  associations 
competitive  disadvantage  with  federal 
and  have  the)  same  rights,   \ 
_    immunities  and  exceptions   - . . 
associations  in  addition  to    | 
Arkansas  law  upon  state/ chartered 
tons.     To  this  end  under  and      / 
Act- 02 7  of  the  Acts- of  Arkansas  of 
..   ana--ail--o*her"  powers       / 
conferred  by  the  Act  and  Arkansas  law  the  Arkansas  Sayings 
[and  Loan  Association  Board  adopts  for  state  chartered' 
[savings  and  loan  associations  ail-~of  the  pcwersTiereinafter 
se^forth  and  further  states  that  thV-board-shail  not 
disaTlow^kny  of  such  powers  within  the  meaning  of  paragraph 
3   of   Rule^  of   the  Rules  of  the  Arkansas  Savings  and  Loan 
Association: 


ssociations 
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(1)   All  pcwej-s-^fahted  to  sT5r*~~or  federal  savings 
and^l^ans  associations  by  the  Depository 

stitution  Deregulations  and  Monetary  Act  of  1980 
'and  all  rules  and  regulations  which  haye  been 
issued  pursuant  thereto. 


(2)  All 


>r  powers  which  may 


be  extended 
:ate  or  federal  savings  and  loahvassociations 
by  any  rule  or  regulation  which  may  heseafterXbe 
issued  pursuant  to  the  Depository  Institution  \ 
Deregulation  and  Monetary  Control  Act  of  1980, \as 
well  as  amendment  which  may  hereafter  be  made  to 
said  act.  \   \ 

[Therefore,  under  the  rules  and  regulations  of  the  ASLAB,  ai 


state  savings  and  loan  association  should  possess  nor  should 


lit 
J. 
be  denied  those  powers  possessed  by  federally  chartered  savings 

and  loan ^institutions . 


Home  Loan  Sank  Board  ("FHLBB")  general, counsel--  a*. 

(   * 
opinion  dVjeoVMay  1982  (CCH  83011  Pederal  Banking^Law  Reporter) 

the  FHLBB  general  counsel  opined  that  it  «^a  ganniaalbla  under 

applicable  law  for  federal  associations  through  service 

corporations  to  engage  in  brokerage  and  investenent  advisory 

te  for  which  apprcvaiSf^the^ASLAB  is 


•  rationale  of  the  general  counsel's 
brokerage  activities  were  reasonably 


-"""""7  ) 

1  Hcme^Loan  Bank  Board  release  No./ 
^the  FHuHTaTiaraleor'its  list  of/ 
preapproved  service  corporation  activities  to  include  certain 
brokerage^acVivities.      By  FHLBB  ResolutiorT~Ho.   82^136  dated 
February  25,    1982  the  FHLBB  approved  an  amendment  to  its  service 
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corporation  regulations  which  permits  saving-s^and  loan  service 
corporationa^to  engage  in  brokerage  activities  ancLto  organize, 
sponsor, /operate,  contcoJ^-ui  ranter  -investment  advice  and  to 

►tribute  or  sell  securities.  • In^the  preamble  to 
thi s /regulation  the  FHLBB  recognized  that  competitive 
developments  continue  to  evolve  because  of  the  innovative 
market -oriented  approach  of  many  depository  and  non-depository 
firms,  /clearly  indicating  that  the  traditional  business  of 

financial  intermediation  is  changed.   In  this  increasingly 

\  \  '   7 ' 

competitive  financial  services  market,  the  FHL3B  expressed,  it*- 

belief  tnat  there  is  need  to  consider  allowing  federal/   /  £ 

have  new  and  competitive  opportunlt,res  to  en 

not  expressly  permissible  and--eo  realize  profits 


bolster  a  return  on  traditional  investments 

Thus,  the  FHLBB  has  found  that  federally  chartered  savings 

and  j loan  associations  may,  in  fact,  engage  in 

activiti 

i 
activiti 


expressly  acknowledged  that  other 


federal  associations  to  engage- in  such 


are  allowed  to  engage  in  various 

I 
that  to  refuse  to  allow  federal 

similar  activities  would  put  them  at  a 

adVantage"--in  relation  to^ol 
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The  FHLBB's  Logic  applies  here.   The  Arkansas  Savings  and 
Loan  Association  Board  should  approve  the  proposed  brokerage 
activities  because  failure—Co  ao  so  "wcu4d_^place  state 


:iati 


associations  ap^a  competitive  disadvantage  in  relation  tox 
federal  associations,  as  well  as  to  other  depository 


I  As  mioted  above,  an  express  objective  of  the  ASLAB  is\ to  1 

grant  powers  to  state  associations  which  federal  associations; 

I    I  I .  j 

possess  in  order  to  prevent  the  state  associations  from   I   / 

\   \  /   '" 

operating  at  a  competitive  disadvantage.  / 

\   \  /   /  . 

4\  conclusion.   In  conclusion,  applicant  urges  that  its  | 

\  \  /          I     * 

application  to  engage  in  brokerage  activities  be  approved"  £cr§ 

the  followingvzeasons: 


1.  The  Brokerage  activities  are  reasonably  related  to  the 
activities  of  a  state  chartered  saving*  and"  loan  association  in 
that.'  state  chartered  savings  and  loan  associ*tions---are  currently 

empcwered  to.  invest,  trad*  and  market  certain  equrcv  securiti 

I 
and  ' 

State ^chartered  savings  and  loans*  have  been  given 
^  which  powers  include  the  power  to 
activities;    and 
ered  savings  and^loan  aasoc 
regulations)  have  been  given  the^same  powers  as  a  federally 
chartered  savings   and  loan  asscciation*^and_federjLl-ly  chartered 
associations^ave  the  power  to  engage  in  brokerage  activities; 
and 

RS  C0G641 
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Refusal  jxr"approve  of  such  brokeracl^activities  will 
place  state  chartered  savings  and  loan  associationsxat  a 
competitive  disadvantage— «r~Telacion  to— federally  chartered 
associations  as-^well  as  other  depository  institutions. 

5/   Signature  of  Applicant.   Madison  Guaranty  hasN:aused 
this/  application  to  be  filed  with  the  Arkansas  Savings  and  Loan 


/ 
Association  Board  this  14th  day  of  May,  1985. 


MADISON  GUARANTY  SAVINGS 
&  LOAN  ASSOCIATICS 


By: 


,^5Z^1 


John  Latham,   Chairman 
Chief  EsecutivjL-QiJLicar- 


\ 


7 


■  -7 


> 


RS  000642 


-9- 


347 


/ 

2ATE: 


Application  by  Madison  Guaranty   Savings  and    coan  Association, 
Augusta,    Arkansas    ("Association")    to   fora  a  Second-Tier ,  \ 


oily-Owned   Service  Corporation  which  would   engage 
Securities   Broker-Dealer   3usiaess 

MAY  22,    1935 


in  the\ 


Attached  la  a  espy  of   the  above  application  which  was   filed  vlth 
our  Department  on  May  14,    1985  by  Mr.    Richard  N.   Masse*,   Attorney  at 
Law. 


I'  have  reviewed   the  application  and  have  the  following  consents  and 
rectcaeodations: 
\       N 
1  .^ '^The  application  is   filed  with  the  Arkansas   Savings-and  Lean 
\.      Association  Board;    however,    since  the  application' is   for  a 
\    sexesd-tier  wholly-owned   service  corpcratiaa^i    think  the\ 
^application  would  be  filed  pursuant  ta--Suie  V(3)(2)  which  ^ 
' requires    that   the  application  to  be.  filed  vi'\   nari   aoprcreed-by 
the  Arkansas   Savings  and   Loan  Super-riser. 


They  need   to  advise  us  of    the  sane  and  address 
owned   service   corporation  which  will  own~~a==^of 
new  service  corporation. 


the  wholly- 
he  stock  of 


2.^    Will  the  new  second-tier   service  corporation  be^a  newly,  foraed 
"and^apitalited   corporation  or  will  it  be  a  purchase  of\rhe 
stack  oif  an  existing  corporation?  \  \ 


4.-/ 


If  theNiew^aervice  corporation  is  an  existing  corporation,  we 
need  current  financial  statements  ,  copies  of  the  Articles  of 
Incorporation  and.  Bylaws.  ; 


J    If   the  new  service  corporation  is   to  be  foraed,   we  need   to  be 
advised  of   the  capitalisation  plan  and  have  acopy  of    the  ' 
Articles  of  Incorporation  and~Byiawa- . — -^"^  / 

We  will  need   current  detailed   financial   statements  on/the 
'wholly-owned   service   corporation,  which  will  own  all 'the  stock 
of   the  new  service  corporation   to~~aTKa=ins__if--the   secured  and 
^-"--unsecured  debt   liaica  which  are  set  forth  in  Rule  7(3)  (3)(ii)^ 


have-not  been  esceecec. 
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We  will  aeed„eaTrer.t  detailed   f  iaaHc~iai-^§tateaeats   on  "the 
Associac-ron   Co   deteraiae   if    the   total  aggreg-fl-ie  outstaacing 
inves-taeat   in   the  capital   stock,    obligations  orN^t-her   securities 
of/service  corporations  and   subsidiaries   and  joints-ventures 
Thereof  does  or  would  not   exceed   the  six    (61)    percent,  of    the 
Association's   assets   iiaitation  which  is   set   forth   ia  B.ule 
V(C).  \ 


3ased  ca  the  net  worth  and   liabilities  as   reflected   in   the 
Association's  Deceaber   31,    1984   Audited  Financial   Statement, 
it   appears   that   the  Association  does  noc  aeec   the  nlaiaua  net- 
worth  requireaeats   of   Section  563.13  of    the  Federal  Heme  Loan'  3aak' 
Regulations.      The  Association  should  file  a  copy  of    their 
Harch  31,    1985  quarterly  aiaiaua  aet-worth  calculation  and  a 
plan  to  aeec   the  aicfaa  aet-worth  requirements   ii    the  calculation 
reflects   a  shortage.      The  Deceaber  31,    1984  Audit  Report  and  a 
-copy  cf   Section  563.13   are  attached.  / 


•\    Axoaseac 

\ril\aeed 
A^saaale  c 


which  is  requires by  Rule  7<D) 
iled  for^the^iew   service  corporation. 
such  aa  agreeaeat   is  attached. 


:a   ccaaiaa  agreeaer 

:o   be  executed  and 


10.  "we  will  need  to  know  the  acti 
ia  order  to  see  if  the  rec.ui: 
Rale  V(7)    are  aex. 


aaae  of    the  aev  service  corporation 
•ats  which  are  set   forth  ia 


sThe  application  reflects   that   the  Association's   aadr-ess   is 
1-fcth  and  Maia  Streets,    Little  Rock,   Arkansas.      The  Association's 
homes  of  fie  e   is   in  Augusta,    Arkansas  and   the  application  should 
besaaeaded    Co   reflect   such.  \  \ 

I   aa  forwarding^  copy  of   this  memo   co  Mr.   Massey   for  his   review 
and   comment.  \.        >^. 


Please  advise  of  your  op-iaioas   and  recocaendacions . 
Thank.'  yea. 


CTH:js  i 

Attachments 

ecu    Mr.    Richard  N.    Massey 
R{?se^  La  wn,?  i  ra 
120  Zas-t-^jurth  Street 
Little  Rock,    AR      72201 
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Ms.  3everly  3assett 

Ms.  Nancy  Jones 

Mr.  Charles  Handley 

Arkansas  Securities  Commission 

♦  1  Capitol  Mail  -  Rm.  4b-206 

Little  Rock,  Arkansas   72201 

\ 
S2j   Application  by  Madison  Guaranty  Savings  and  Lean 

\   .Association  ("Madison")  to  engage  in  orckerage'' 
v   activities. 

\   \ 

Gree tines:  N 

'    \    \ 
This    let-tec    is    to    respond   to    a   Mv>r>np"ii    ^•«<1   "»y    T>-, 

1985,    from   Mr.    Charles    Handley    relating    to    the    above-referenced 

application    (the    "Application") .      Numerical    references    below 

relate    to    specifically   numcered    items    in   Mr.    Handley's 

.Tieaorandum.  ~--~_ 


1.        The   Application    has   been   amended    for    siifemiss^qn    to    the 
Arkansas,  Savings    and    Loan    Supervisor,    pursuant  "--to    Ru-le   V(3) 
of    th«\RuS.es    and   Regulations   of    the  Arkansas    Savings   and 
Loan   Association   Board. 

a'nd   address   of   the  wholly-owned   service 
WhicrKow-ns    all   the   stock   of    the   broker -dealer    is 
neTaJ.  Corporation,    16th    and   Main   Streets,    Little 

,"rz2o< 

r-dealex,.  is "an^ existing  entity  corporation/. 


tiched  as  Exhibit XA"  hereto~~are "copies  of  charter 
documents,  broker -dealer  registration  documents,  and,/current 
financial  statements  of  the  bruker  -dealer  .        ,/. 

Inapplicable. 

6.    Attached  hereto  as  Exhibit  "3"  are  copies  of  an 

unaudited  balance  sheet  of  Madison  Financial  Corporation,  as 
of  Hay  30,  1985.   As  is  evident  from  this  enclosure,  the 
debt  limitations  on  debt  to  unrelated  parties,  set  forth  in 
Rule  V(3) (3) (ii) ,  have  not  been  exceeded. 


P.S  C0C5-S: 
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7./'  AttachecL-as  Exhibit  "C"  are  copies  cf-^jadison  Gaaran:y 
f inanciai^statements  as  of  Marco  31,  1985.  As^is  evident 
from  suci  enclosures,  the  tocal  outstanding  investment  bv 
Madison' Guaranty  in  the  capital  stock,  obligationsvor  ocier 
securities  of  all  service  corporations,  subsidiaries  and1 
]oi.i/t  ventures  thereof  dees  not  exceed  the  limitation  set 
forth  in  Rule  V(C) .  \ 
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Exhibit  "D"  are  copies  of  t.-.e  Quarterly 
calculation  as  of  March  31,  1985.   In* 
newly-imposed  minimum  net-worth 
ison  Guaranty  proposes  (i)  to  issue  a  new 
d  stock  (the  issuance  of  which  has  been 
by  the  Arkansas  Savings  i    Loan     / 
to  engage  in  various  property  syndication 
additional  revenues,  (iii)  to  continue  its 
ooeratina  expenses  and  to  increase       - 

.  s  1 

)    to   engage    in   other    activities    which  *■ 

ison    Guaranty   Savings    6    Lean    determine',  tc- 
ht    of    new    net-worth    r*«"Ji'reraent3 .  v- 


Please    note    that    these    enclosures    indicate    that    deficiencies 
in    Applicant's    net-worth    have   gradually    been    reduced.      The 
Applicant    anticipates    that    no-  deficiency   will   exist    in    the 
near    future. 


9.  NAn    executed   consent    to    examine   agreeaenv^on  'behalf    of 
Madison\?inancial   Corporation   has   previously   been    filed  with 
the    Arkansas    Securities   Commission..  \  \ 

10.  The    actual    niM    of    the    broker-dealer    shall    b« .Madison 
Investment   Corporation. 

il-SJI         iJdceas.  of   Madison    is    P.O.    Sox    537,    Augusta, 
ISKeTr 


;eapons-e,    Madison   hereby^_aaenda_JiherAppllcation. 
Such   AaMtfdfifXpplfcation    is    attached    immediately   hereto.      Given 
the;  immediacy   of    the    need    to    implement    steps    to    infuse   capital 
into    the    Association,    your    prompt   consideration   of    this'' 
Application  will    be    appreciated.      Shoulrd.^gou    have^cuestions    or 
additional    comments ,    please    advise    me. 


Very    truly   yours, 
Richard    N.    Hasatv 
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T5:  5«v€ri7  3*««c;t 

Scacy    .'cZjLt 

n&L:  Guslaa  ?.    ItadlaT 

2LZ:  ia^Iiaado-a  Vr  "",l  agB  Cmsaasy  5-rriax;»  cad  Lsaa  JLs*o«iitiri, 

topifi,    irfcaas-u   Ciitocii^t')    ta   fata.  c  S«e3-sd-Tisr, 
StaLlr<waad  Sarriea  Cjr?cr*cln  rfelss  wcid  «=4u«   la  tia 
SacialSlaa   Jroexr-CfcAlar  3utuu 

SATS:            -Haa  US,    1982  £ 
A 

■■  :    • ;         r  £ 

3y  ^ub  c:tica«d  Lcsur  ai  -'«=>•  17.  13*2,   Kr.   Uehci  !t»J>**7,  irssa 
«:   Lev,   iaj  :«fli*d  »   li*  uwau  tad  raea«**adi=i3tui   ra<xrdiac  iha 

abort  ttII"*^  rtiaa  vara  Mt  fsrsa  la  rf  ■■■''■  ,i',«   oi  ixj  22,   1935 , 


Corseraslsa  bet  <a  lacs—  re*:ai 

Csr^oTiiiw  m  aoe  fiiad.     I  f»*l   ta»:  «ca  ca  ',v»i  iu:a«sr 

jtoili  9«  filad. 

la  rarUwia*;  Xadi*an  f -■i-r"i1    L:^:»-.m't  Ji*T  31,  1»2 

oucscaadia*  i^usua:   la  li*  txriiai  ia«i,   obiiiciisa*  ar 
ocaar   tacsrizias  of    a«rr_:i   esTTcrx  cists  cad   s^otidl  a— «<   cad 
jcias  ▼•as=r«*   lieraof   ca  o<  2*r  31,    1985  woold  ba  ca  follow* : 

lamas:  la  Shiiasar   &  i-s*cci_i^*j  i     102.0CO.3O 

1-Tuae:  la  C»?obaiIa  7i9,:5«.30        .*- 

feta  fay-aila  »  Aaaoeixzisa  1,272.979.00  -^ 

CAOttal  laraa-ares-Sac*,  1.U7.3S.0O   ""*^ 

TocjlI  J3,2AA.:57.0O 

Tba  Association  tbonid   adr-isa   IT    taa  abort  scaacaU 
„  —  .,<.«   jj^   -kg  UMCli:laa'i    irruac-.i    la   cad   loaas   ta    1*» 
sarriea  corpcrctiota,    subsidiaries   cad  jciat  vsecuraa  tasrac. . 
cj  of  .lay  31.    1982.      Aisa,    taa  Association  should  ccr-_»«  —   « 
of  acy  31,   1982  1:  has  cay  ourssaadiaa;  loaas   si   lt'»  jo—' 
v«a=ira  projects   of    Casrpcbai_lo   cad   ■histsar    &   Associates.      — 
tiara  cr»  cay   sues,  outataodia*   loaas   we  saad   to   easv  tie 
baiaaea  of   •cab   »s   of   May    31.    1985.  S.IC- 

■a  a«ad  *  Mcy  31.    1982  balaase   ibu:  «  tie  AJsotUtico. 
la  orser   to  cecarriae  v=*t  1*   sir   (61)    H-"ts:  sf    total  cas.ti 
as  of   tiat  iata. 

«n<in'  "9 
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.'use    13,    i;S< 
?  j-j?e    2 

:.         iSiibiZ   0    rci"l«css    saxs    iic   .omocliSls::  cii    scs  -t«;    -i. 

3  ~i   =«-  versa  rtcMiz«:c:;   of    S«cssoc   562.12  o:    ss«   Ftecril 
i=**   —  *a  3«ak   Sotrs's   i^-^U;i3=j   by    S-I0,i26.00   u   o:   Kirs-    3 
1585,    £;S1.1C2.00   t*   of   jyrril   30,    1985   *ac   3136, i71  00   u   c<~ 

•      **y   31.    1985. 

JkSSAea*d    la    «  «7T  cf   S«ill«cla  Ho.    S85-60   fr=«   ti«   7«i*rii 
Ecm  Lo*a  2*ax  of   2* ' ' « i  vaiia  »«s»  forsa  sa«  z*%v±izztt 
ca-a««c\ie3c«j   of    ;z«   ftiluri  of    i  FTLIC    la*ur«d    u«cu:i:i   ;a 

a*«;    sa«  z«c  versa  tk^uitmc:. 

0n«  of    sa»  r«yviiAC5rr  cgaj«<ru«—.r t«  vaiss   i*   t«c  forsa  is 
sail  Sulltsla.   Li: 

"in   ii*cr«d    Ln;:r::lri   -« — ^*   mi    a '  ~tc-    '-^»« -«*--«    la 
i«rric»   csrpeiausni,   "7»^-«"~t   «ua«idaJLT7  tcuirr  »*rarisi 
or  r»*i   «*sasi  visaccs  prior  rrsssea  tv-'V- -*«-!  of   sa» 
rriiaisAi  Supcrruorr  least." 

luc   os    -i«  iao-r«   :   *•»!   sa*s    si*  as^liaxsisa  -«— ->•   b« 
*pprrv«i  sasil   sa*  Aj«oeiASiaa  Ui  fiiad  rrscf   is  ix*  a«s   si* 
THUS'l  •«■'-■' — -»    •«;   wr^   •^■^■r'    zsA    rfc    si*a  our   u;rrn 
wouia  3«*c   is   b«  ssadlriS3*d  ss  il^o   r»c*iTla$   si«  HU3 '  < 
?Ti=iia*i  Sua«rri*or7  Uc:'i  tayrarxl. 

i.        la  co«3*ria*    sa«  JU»ociiSioa'  i  Ssraa  21,   1985    !-».-.»-■-«  Sbt«S. 

Zxaabis  C,  53  si*  Aj»oeixsiaa'i  3«c««der  21.  198*  laiistc 
"laxaauLL  Su:«c:i,  is  L*  assac  sixs  sa«  !Ursa  31.  1963 
Vil  t-r»  Sh««s  sli  ass  raflacs   sa«  c^oiacu    :o   UuIzk: 

'■i' 1  *   <*r_ica  vci    -«-i'>-    i-.-    «rrp '  »'  -— ^    1=,  7ocsaai«   11    '.o 

sa«  D*c«ma*r   21.   138-4  kua.Li*i  TZsmscIXL  Su:bc:. 

;  *»*i   saxs   si*  A**©ca*siaa  tbculi   exal*ia  vst  sa»  Sxrsa  2 
1982   U'i-u-«   Sh««;  did  as:  r«£lces   sa**«  nijuiacu  ia»i  fli« 

4  esrpy  of   si*  C7i.'i   tciacsi*  wtlci  agplxiaj    si*««  iija«s»«=si 
ixcnii   ebta«  »^;v«-^^~-i   ccnli  rrrnxsly  r«dac«    — •  A*40clxsisa 
a«c  vorsa  &ad   ssua   • — -«f  m   si*  ucc:   a««i*>l   so  m««:   "--« 

■  •"••' TV  a«s  uassa  r *<r-i^r  wl*=.z  . 

i.        Is  *»p«Ari    ti*s   si«  *j»*oclASlan  tu   *lre*i7  purcimd  tad  3waJ 
1001  of   si*  »sock  of   tbora*  i  Ca«a«ay,    lac..    sa«  pro?o«*d 

brst«r-d«xl»r    i«rrsc«   carporjislas.      Ta«   x**oclxcl=a   isould 
tc-n*»   if    ssij    li   ccrrac:  xad   if   »c,    sa.«  ?rls«   ?*!i- 

I   xa   fosvxriisj    i   cstt  ef    ;iiu   i  !■-    zz  Kr.    K**««7    f  =  -    ^^   rrviev 

i— '     S3SSC3.S. 

?1ml3«   4C»"1j«  of    ycur  cpi^iiscj    i=ai   r«cri« — 'isisa* . 

A;sati=e=:i  50001S: 

cc:      Mr.    iLlcsizi    H.    ^xjmt 

Rot*    Liv   Firs 
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\  -Mi. 


Sr   E3v»»CL 


Ms.  3everiy  3assett 

Ms.  Nancy  Jones 

Mr.  Charles  Hanciey 

Arkansas  Securities  Commission 

#1  Capitol  Mali  -  Sn.  4C-206 

little  sock,  Arkansas   "2201 

RE:   Application  by  Maciscr.  C-uara.-.ty  Savi.-.gs  and  Lean 
Association  ("Madison")  to  engage  in  brokerage 
activities. 


'to  resoonc  to  Mr.  'Charles  Kan  ale1  '■'. 


s  ncnc-i,  ani-Uui  catec 
June  13,  1SS5  addressing  the  aiove-ref erenced  application. 
Numerical  references  in  this  letter  correspond  to  these  in  Mr. 
Kanclev's  letter. 


*S 


Attached  as  Exhibit  A  are  the  mo st-^recerrv^f inane ial 
.statements  of  Madison  Financial  Corporation^ "M?C*) , 
^.nd  such  Exhibit  includes  income  statements  of  MFC. 

\  \  N   - 

Attached  as  Exhibit  B  is  a  worksheet  calculating  ai^ 
in'v-estaenta  in  MFC  by  Madison.   Aa  shown,  all 
inves-taeivts,  direct  oc  indirect,  total  32,915,616. 


attached*  as  Exhibit  C,  is  a  balance  sheet  of 
ib>a'''uv^f  Hay  31,  1985,  showinc  total  assets  of 

Sainft'ey '  s  memo  states-— tl\at  the. application  should 
b«  approved  by  theVN?ederal  Home~~Loan  3ank  ("FHL3") 
before  there  may  be  approval  from  the  Arkansas'  Savings 
and  Loan  Supervisor,  since  the  "direct  investment"  rule 
of  the  FK13  acoiie3.      ^-  -„_       ...--'' 


RS  CCC50: 
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\ 

"*'e  submit,  however ,  tr.at  the  "direct  investment"  rule 
is  inapplicable-:   12  CFR~Fc"3T-r--iIc)  ( 2)  ( lii)  sxates  that 
"an  insjrr'ed  institution  cannot  make"~-di:ect  investments 
in  a/service  corporation..".   3y  its  terms,  theVule 
does  not  apply  to  investments  by  a  service-^  corporation 
i'n  the  assets  or  capital  stock  of  another  unaffiliated 

<  corporation;  rather,  it  applies  to  investments  by  an 
insured  savings  and  loan  into  one  of  its  service 
corporations.   Attached  as  Exhibit  D  is  documentation 
relating  to  acquisition,  which  documentation  makes  it 
clear  that  only  MFC  funds  were  used  in  the  acquisition 
of  the  subject  broker-dealer.   Further,  the  agreement 
by  which  the  broker-dealer  was  acquired  (attached 
within  Exhibit  D)  names  MFC  and  not  its  parent,  as  the 
acquisitor.   Thus,  the  investment  in  question  was  one 
of  the  service  corporation  and  not  of  Madison.   Since 
the  "direct  investment"  rule  prohibits  only  investments 
by  savings  and  loans  in  service  corporations,  it  is  J 

-v  inapplicable  here,  and  prior  approval  by  the  FHLff  i»4^ 
"not  r ecu i red.  y'  \ 


\ 


-Thex  March  31,  1985  balance  sheet_-crire  not  show  the v^- 
adjustments  to  retained  "^'  n" «_■»*•? 1  *'  ~*mA — in  Hacison's 
December  31,  1984  Audited  Financials  because  the  audit 
report  relating  to  the  March  198S  financials  was  not 
completed  until  April/  1985  and  appropriate  adjustments 
to  retained  earnings  were  recorded—ia^May ,  1985. 


VMFC  purchased  100%  of  the  common  stocV^of  Thorpe  &  Co. 
for  a  total  cash  purchase  price,  including  commissions, 
•ofNJ6,000.  \ 


Should  you  have  questions,  please  call  Biliary  Rodham 
Clinton  oc  me^t  3^5-9131.   We  respectfully  request  your  prompt 
cor,3ide*a*JflB»  o£vth.£s  matter. 

;'S*i~       '""-.  Very  truly  yours, 
Richard  N.  Massey 


R-NK/kg 


RS  000502 
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HAHCfilbffiS 


FROM:  Charles  F.  Handley 

RE:  Application  by  Madison  Guaranty  Savings  and  Loan  Association, 

Augusta,  Ar  Iran  via  ("Association')    to  form  *  Second-Tier, 
Wholly-Owned  Service  Corporation  which  would  engage  la  the 
Securities  Broker-Dealer  Bualaesa 

DATE:  July  17,  1985 


By  the  attached  letter  of  July  10,  1985,  Mr.  Richard  Kaaeey,  Attoma: 
et  Lav,  baa  replied  to  tie  cements  and  race—  emlitlfflns  regarding  the 
above  application  vbich  vara  set  forth  in  «y  memorandum  of  June  10, 
1985. 

Altar  relieving  Mr.  Maasey's  latter  and  the  attachments  thereto  I 
have  the  following  com  eats  and  recoamendatloue : 

I  em  still  very  concerned  about  the  adjustments  aade  to  the  Assoclst: 
nat  worth  by  the  Association's  CFA  in  the  Decaaber  31,  1984  audited 
financial  statement*. 

Attached  is  a  copy  of  Footnote  U  to  the  audited  financial  statements 
which  runaarizies  these  adjustments.     This  footnote  reflects  a  total 
negative  effect  of  $463,563.00  on  the  Associations  net  worth  and  caused 
the  Association  to  have  a  nat  lose  of   $74,046.00  for  the  year  of  1984. 

It  appear  a   that  none  of  the  $463,563.00  adjusts  eats  are  reflected 
in  the  Association'  i  Hay  31^.1985  balance  sheet  which  was  filed  because 
these  edjuscaents  appear  to  b*e  prior  year  adjuataants  and  would  not  be 
charged  against  1985  income  and  expense  items.     Thus,   the  schedule  below 
reflects  that  the  Association's  unadjusted  capital  accounts  as  of  December 
31,   1984,  have  not  changed  and  remain  the  same  In  the  May  31,  1385 
balance  shame. 


Stock 
Paid  in  Surplus 
Retained  Earnings 


Total  Unadjusted  Net  Worth 

Add:   Net  Profit  for  Period  Per 

May  31,   1985  Income  Statement 

Total  Unad justed  Net  Worth 
as  of  May  31,   1985 


Decemhar  31.   1984  Balances 

(Unadjusted) 
(Unadjusted) 
(Unadjusted) 


RIC-039348 


$  187,000.00 

$  213,800.00 

$  205.711.00 

$  606.5U.00 


Total  Regulatory  Net  Uorth 
Per  May  31.   1985  Balance  Sheet 


5000213 


SI. 109. 113.00 
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Some  of   che  adjustments  made  by  the  CTA's  may  be  due  because  the 
Association  used  approved  regulatory  accounting  practices.     If  this  is 
the  case  sues  adjustments  would  not  seed  to  be  made  to  determine  the 
Association's  regulatory  oet  worrh;  however ,  all  other  adjustments  woul. 
need  to  be  Bade  In  order  to  deteraine  the  regulatory  net  worth  of  the 
Association.     Thus,   in  order  to  deteraine  the  Aeeociation's  regulatory 
net  worth  and  to  know  if  the  net  worth  requirements  of  our  Act  and  the 
Federal  Hbae  Loan  Bank  Board  have  been  net  Z  feel  that  the  following 
should  be  filed  as  soon  as  possible: 

(1)  A  copy  of  the  C?A's  Oecsaber  31,  1984  adjusting  entries  which 
details  and  explains  the  reason  for  each  adjusting  entry. 

(2)  A  Kay  31,  198S  balance  sheet  which  reflects  all  the  required 
adjuscaencs  proposed  by  the  GPA'a. 

(3)  A  coapltted  iln-fium  aet  worth  calculation  fora  as  of 
May  31,  1983. 

As  reflected  in  prior  filings  to  this  application  the  Association 
has  not  aet  the  Federal  Boae  Loan  Bank  3oard's  mi^i-am,  atc  worth  require 
by  $410,436.00  to  $186,471.00  and  cha  above  adjusted  schedules  will 
still  probably  not  reflect  chat  the  Association  has  met  these  «■*—*—«» 
requirements.     Because  acting  as  a  broker  /dealer  is  not  a  preapproved 
activity  for  either  a  State  or  Federal  service  corporation,  acting  as  a 
broker /dealer  could,  at  least  In  the  beginning,  place  a  drain  on  the 
Association's  net  worch  because  it  would  be  a  nev,   staxt-yp  operation  in 
an  area  which  chs  Association  has  little  experience  and  a  Stats  aseociat 
nusc  at  all  class  maintain  Federal  Savings  and  Loan  Insurance  Corporatio 
Insurance,  I  would-  receemend  that  the  approval  of  this  application  be 
conditioned  on  the  Association  nesting  the  net  worth  requirenents  of  the 
FHLSB  or  at  a  alnlaaa  the  Association  filing  a  detailed  and  reasonable 
plan  which  reflects  chsc  these  net  worth  requirenents  will  be  set 
within  a  very  short  time. 

Z  am  forwarding  s  copy  of  this  asao  to  Mr.  Kassey  for  his  review 

and  cowmen t. 

Flease  advise  of  your  opinions  and  recommendation. 

Than  If  you. 

Attachments 

ec:     Mr.   Richard  X.  Kassey 
Rose  Lav  Fira 

RIC-03934S 
5000214 
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=>ose:  law  firm 


*['.C*-0«C     IO'<   3r».»i3.  1'"    "W"*C*   *'** 

Mac      .u 


•<0>A« 


July    25,    19  8  5 


*«e  o«c«ct 

JAM     H.   KXMMC0T.    =  . 

HCTM    «.  INCMIM  J-  <Wn>    I 

ID  A.   MiOMT  CHAALXft    w 

*l   n    M.    C.**«  **"  Qui 

Hon.  3everly  Bassett 

Ms.  Nancy  Jones 

Mr.  Charles  Hancley 

Arkansas  Savings  i  Loan  Supervisory  Board 

No.  1  Capital  Mall,  Rra.  4b-206 

Little  Rooc,  Arkansas   72204 


RZ:   Application  :y  Madison  Guaranty  Savings  ar.d  Loan 
Association  ("Madison")  to  engage  in  brokerage 
activities. 

Greetings : 

This  letter  is  responsive  to  Mr.  Hancley' s  July  17,  1985 
memorandum  respecting  the  aoove-ref erenced  application. 

Mr.  Hancley 's  memorandum  states  concern  respecting  auditors' 
adjustments  to  the  regulatory  net  worth  and  income  of  Madison 
for  the  year  ending  1984.   I  refer  you  to  a  letter  from  Mr.  John 
Latham,  Chairman  of  the  Board  of  directors  and  Chief  Executive 
Officer  of  Madison  and  to  a  letter  from  Frost  &  Co.,  Madison's 
independent  accountant,  botn  of  which  letters  are  attached 
immediately  hereto.   As  this  correspondence  explains  in  much 
greater  detail,  the  difference  between  Madison's  net  worth  as 
reflected  in  its  audited  financials  and  as  reflected  in  its  net 
worth  reports,  submitted  to  the  Federal  Home  Loan  Bans  ("FHL3"), 
is  a  result  of  basic  differences  in  the  calculation  of  net  worth 
under  generally  accepted  accounting  principles  ('GAAP")  and 
under  Regulatory  accounting  principles  (*RA?*). 

Simply  put,  differences  exist  between  calculation  of  profit 
and  net* worth  under  RAP  and  GAAP.   When  Madison's  independent 
accountants  restate  Madison's  financial  statements  which  were 
originally  prepared  consistant  with  RAP  to  make  such  statements 
consistant  with  GAAP,  net  worth,  income  and  profits  are  subject 
to  downward  adjustments.   This  practice  is  not  peculiar  to 
Madison's  financial  statements  alone;  rather,  it  is  common  in 
the  Savings  and  Loan  industry.   In  this  regard,  please  note 
attachments  to  Mr.  Latham's  letter  describing  the  adjustments  in 
question. 
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Pace  2. 

Juiv  25,  1985 


Mr.  Handley's  other  concern  is  that  expenses  associated  with 
Madison's  implementation  of  brokerage  activities  will  burden 
Madison's  financial  condition  and  potentially  reduce  its  net 
worth.   However,  as  stated  in  the  above-referenced  application 
and  confirmed  in  the  attached  correspondence,  Madison  intends  to 
use  existing  resources  to  implement  such  activities  and  only 
v"<n  -•  appears  that  the  brokerage  activities  will  generate" 
significant  profits  will  Madison  commit  new  resources  to  such 
activities. 

Madison  anticipates  that  the  proposed  activities  can  only 
aid  in  the  improvement  of  its  financial  condition  and  services 
provided  to  its  customers.   It  believes  it  has  provided  all 
information  to  the  Arkansas  Savings  &  Loan  Supervisor  material 
to  such  Supervisor's  decision  wit.*,  respect  to  such  Application. 
In  fact,  Madison  nas  complied  wi-r.  requests  for  information 
which  had  been  previously  provided  to  sue.-.  Supervisor.   Since 
the  above-referenced  application  has  now  oeen  pending  for  over 
two  months,  I  respectfully  request  prompt  consideration  to 
Madison's  Application. 

Should  you  have  additional  questions  or  comments,  please 
call  the  undersigned  at  375-9121. 


Very  truly  yours, 
Richard  N.  Massey 
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SECURITIES  'DEPARTMENT 
#1  cjlhtol  nuu.  —  o-ros 

UT71*  ROCX.  IMXMZXS  7t3M 
TELEPHONE  501  —  571-1011 


SJJKT  JCKZS 
JU7  27,    1985 


II:  s*?liasaioa  by  Ka^lx-a  Cosrzzrr  S*na«s   4  Loca  Associativa  '"-" 

(•sssocixaioa'*)    ta  set  «_•  t  irafcsr/D«sJ.«r   taT=xica  *  S«rritt     ' 
Coryorsaiaa  *  «S'' 


I  brr*  rrri«v«i  ta*  taaiabad  Isratr  of  July  25,   IMS,   fr»  «r. 

Ziaasaa  M&UC7  ytl;:  wu   in  rtply  ta  ry  %ma  of   July  17,    1982. 

l&Md  ea  ta«  isferaaaisa  is  tais  Utter  I  at  —Tl«fi«d  a«s  ta« 
ti;a3e:i   di^=_u«d    la   ti*   UioCit'r.'i  5r«nc   21,    13**  cadi: 
rtjcr:  wag]  i  aoc  d*cr«*s«  tas  f^l  taasa'i   rac--  i^^rr  sac  wrrar,    tad 
tas  r«*ai*raaT7  ass  •worth  of   SI,  1M,  112. 00  u  riilscasd  la  tas  jLssocisriat 
H*r  21,   1982  UIcci  SbM:  csa  bs  ussd  a   dsacraiaa   tas  u*xu--^-    i 
-•-«——  ast  raqairauar.      Tins,   ac  td^acu  waid  as*d  ea  b*  ui»  ca 
tas  H*r  21,   19C5  W—tm  art  werta  aalaaissiou  fllaa  b7  ta*  AssocUaisa 
(fcaiiit  "1").     ail   catlaaatlsa  rtilscas  ta*t  tas  u  sot  air*,  on  did  act 
sssc  tas  ?sdsxal  5cm*  Loss  \r»r  Vasrd'  t  Kiadjn  ast  worth  rsqair— ssr  by 
Sli6.471.00. 

I  m.  tzHl  of    ta*  opiaiea  tast  tas  cs-orcnl  of    this  *s?lda*ti3a  bs 

tsadiaiaasd  oa  ahs  Issoclxaloa  **«ai=4  ta*  a«c  worth  rscairw**ati   of   ths 
FHLil  or  *t  a  alsan    ahs  Assoclsaiaa  filla*.    i  dsasilsd   tad  rssscasjls 
?lsa  vaich  rsilsets  that  abas*  ast  worth  rsquirmcaas  vtll  bs  ««t  wttaia 
x  t»T7  «bcrt  Sams        Also,    v*   should  obcxia  aoaf irmsaioa  fro*  ths  brn*-^' 
dsslsr   »sctiaa   thst   ths  broksr/dsslcr  bss  »st  also    ah*  r«cairw*«ars 
uadsr   ths  Sscaritiss   Ax:  sad  Salts.  ■>  *■— 

Ths  rtply  is   as  hcv  tas  alaiaaa*  ast  worth  r»<raar™«a:  w^ld  b«  M" 
vxi : 

500' 
"As  w*   iu:«c    la   ovir   axcraous    r*r?^a»«   as  )^.    arrvil*y   » 
M*7   22,    1985  «^»OT«adias,    H*da»«ra  ?Lxa»    ao  b*«c    las  ast  *crti: 
r«qulr«c3:s  by   <ft'1»t<-X   aas  fcllsma*:    (1)    l****  F«;t--*d 


360 


stack  (2)   Esgege  is,  Txrlous  properrr  cjzidi.zxzi.oz.  project!   to   raise 
additional  rr?cs;»   (2)   coatiaue  its  effort  to  reduce  eperztiag 
erpcases  aad  laerease  •""""   cad  deaoaita    (4)    <as;age   it  otter 
aetlTitiea  vcica  rritnc:  cf   Msrl  1  tfla  deaeraiaes   to   b«  pradeat    ic 

Light  of  aev  aer  wtti  requireaeaas.     la  adiicioa  to   the  above 

aac  wrti  ratio   1*   la,  cr-m  of   31." 

I  taiak  that  the  fills*  of  proof   aad/er  detailed  piaa  that  tie 
preferred  stack  Issue  aac/or  aexjcr   is-i   been   cssple&ad  or  vlll  be   ssssieai 
la.  a  very  short  tlae  sad  that  such  has  or  vlll  resolve  «=t  aa:  vorah 
def  IcieacT  vould  be  surlficeat  proof   to   eilov  us   to   approve   the  as-piicatio: 
5o  waver,   1  ->-'~^  ve  casaoc  eracitioa  our  approval  of    tie  egy.li-itloa  ea 
tae  proposals   chat  the  set  vorah  requiremeaas  vlll  be  met  by  set  profits 
{■aerated  from  tae  proposed  aev  buslaesa  Tcarsree  sad  tae  reductica  of 
czaeaeee  because  vbecher  such  ectl-rlales  vlll  scaarata  prof  its,   tae 
amovat  of  suca  profits  sad  la  vast  time  frma   czaaot  be  kaeva,   prr-rca  or 
assured.     Taia  is  like  sariac   that  ve  veat  to   start  aa  associativa  by 
puttiaa  tali  of   tae  recuired  capital  la  tae  aaeociaaioa  aad  (caerats  tae 
other   half  ef   the  required   capital  from  aat  profits  of   the-  aasoclatioa. 

I  am  fcrvardiax;  a  copy  of   this  mevs  to  Kr.   Zaesey  for  hi*  review 
Please  adviae  of  tout  splaioas  aad  reconeiarJitioas. 

tt:     Sr.   Ziahard  B.   gaesey 
Sose  Lav  71am 


--C.C353S- 


361 

SOSE  LAW  n=>M 


'2C    Cas-    rou  =  *M    S"C! 


-.  o**«c  c;>» 

C.-(OSC»»   C'«0'«     -•  A.   iQRN1; 

CCO-CC    C.  CA*-»«CL*. 

-c«ecit  c.  «u-c.  = 

«*•*«■?   C.  «.CC  UTTLt    50CK.   ARKANSAS    722: 

«.  w*rr  c*cw»>    = 

«.«>LSO-jC-CS  -C-C»-0-C   i  SON    Kl-flD' 

WMCCMT   rcSTC".  -«■  TClCC3*«Cb  iSC-.   374-.JO* 
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■-JANC    OlCKC* 

£££»Vs«-.V '  =  September  9,  1965 


Ms.  3everiy  Basset- 
Arkansas  Savings  &  Loan  Supervisor 
Heritage  Center  West 
Little  Hock,  Arkansas   72201 


HZ:   Madison  Guaranty  Savings  i  Lean  ;  "Madison")  Applicatio: 
to  enoace  in  brokerage  activities 


Dear  Ms.  3assett: 

This  letter  is  submitted  on  behalf  cf  Kadison  with  respect 
to  the  above-referenced  application. •  At  our  August  27,  15S5 
meeting.,  it  was  determined  that  Madison's  application  to  engage 
in  brokerage  activities  would  be  approved  upon  condition  that 
Madison  submit  timetables  of  proposed  activities  which  would 
serve  to  bring  Madison  in  compliance  wit.-,  the  minimum  net  worth 
requirements  of  the  Federal  Home  Lean  Bank  ("FHLB")  by 
Decemoer  31,  1985.   Based  on  its  June  3C,  1985  net  worth 
calculation,  Madison's  net  worth  was  S342,392  below  that 
required  by  the  FKL3.   The  following  outlines  two  proposed 
transactions  to  be  undertaken  by  Madison  which,  if  consummated 
according  to  the  terms  described  below,  will  serve  to  bring 
Madison  into  compliance  with  the  FHL3 '  s  minimum  net  worth 
requirement. 

Offerinc  of  Preferred  Stock   It  is  anticipated  that  Madison 
will  effect  an  offering  of  Class  A  Preferred  Stock,  SI. 00  par 
value,  at  S100  per  share.   If  fully  consummated,  the  proceeds  of 
such  offerinc  will  equal  S3  million,  an  amount  well  in  excess  of 
the  amount  required  to  bring  Madison  into  compliance  with  the 
FHL3 ' s  minimum  net  worth  requirement.   It  is  anticipated  that 
this  offerinc  will  commence  on  or  oefore  Octooer  1,  1935  and 
will  close  on  or  before  December  1,  1985.   Our  firm  is  preparing 
appropriate  offering  materials  and  is  implementing  steps  to 
procure  all  appropriate  regulatory  clearances. 
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Ms.  Beverly  3assett 
September  9,  1935 
Pace  2. 


Offering  of  Limited  Partnership  Units   It  is  anticipated 
that  a  Limited  Partnership  for  wnicn  Madison  Financial 
Corporation  ("MFC")  will  serve  as  general  partner  will  effect  a: 
offering  of  units  of  limited  partnership  interest.   MFC,  as 
general  partner,  will  receive  revenues  from  the  partnership  in 
return  for  services  rendered.   Additionally,  it  will  acquire  an 
equity  interest  in  the  partnership.   Such  revenue  and  sucn 
equity  interest  will  both  contribute  to  the  improvement  of 
Madison's  net  worth.   Precise  amounts  of  revenue  and  interests 
are  as  yet  unascertainable,  since  Madison  is  considering  the 
possibility  of  partial  financing  of  the  prcject  through  the 
issuance  of  tax-exempt  bonds.   It  is  anticipated,  however,  that 
the  precise  term  of  this  offering  will  be  fixed  in  the  near 
future  and  that  the  offering  will  commerce  in  October,  19S5  and 
will  close  in  December,  198S.   Our  firm  is  preparing  offering  . 
memoranda  and  implementing  steps  to  procurs  regulatory  clearar.cs 
for  the  offering  of  limited  partnership  interests  and  bonds. 

It  is  Madison's  belief  that  should  the  transactions 
described  abo%-e  proceed  according  to  current  plans,  Madison 
shall  meet  the  FHL3 ' s  minimum  net  wcrth  requirement  by 
December  31,  19S5.   your  consideration  of  this  application  has 
been  appreciated.   Should  you  require  additional  information 
respecting   such  application,  please  contact  the  undersigned. 


,e:v   truiv   v; 


3Z»  A/J*L 


P.ichard   N.    Massey 
P-NMAg 


RLF2    03  4 5 3 


363 


5O002TS 


FLLFl    03174 


364 


n 


CDv^J    lAr^f^     rbfr3~  1/ £-*>-r>-«-<l  •-;  /Q~*-*-^L 


Ca-~ 


n 


r 


at  _-2fc 


-  -  C2  <    ..-JY^u^J- 


U~^~' 


I  y 


^. 


y^fio£^0XA^ 


/v- 


/W 


3LP2    02175 


sooo:?s 


365 

Cc;co«r   17,    1935 


Mr.    Ziciard  H.    >Ua.»«7 
?-a»«   Law   FLra 
120  Luc  Fourth  Street 
Little   aocx,   aZ     71101 

XZ:      ?±<LL3crz  Gu&raztr    Sa-rlsga    i    Lc*=.    ("yj^^sc-"^    Kt7  —  ^-'-=~ 
to   Izgage    La   Brokerage   Activities 

Dear   Mr.    ^-aaaer: 

Is   rerocuse    :3    7our    letter    =  :'    Seote=oer   9,    1585,    y.acLscc's 
request    to    engage   is   ««curirie3    oroicarage   actfrttiea   was    approved 
as   of    S«?ce=r>«r   22,    1985.      Tou  will    recall   frrs  our  ae-ecLr.?   ca 
August    23,    1385,    tiat    such   approval   va»    couditiouec   u?ou   >iadi_»oc's 
rseetis;    the   lederai   Esae   loas   2-asx   ooard's   -■'-■' — 3   ae:  vorth 
rscuireaeut  by-  December    21,    1985.      Please   '^*«o   ua    iaioraec   as    :o 
tae   arogresa   or    >iacisoc.' s    efforts    to   ar-'.eve    iuco.   crssliasce. 

Terr    truly  yours . 


S«-curiri««  C'Bi'  iiloca: 
33/o3 
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SECURITIES  DEPARTMENT 
HERITAGES  ST  BUILDING  ..miRD  F'.0< 
201  EAST  MARKHAM 
LITTLE  ROCK,  ARKANSAS  72201 

TELEPHONE  501-371-1011 

December  9,    1985 


Richard  N.    Masse? 
Rose  Law  Pirn 
120  Ease  Fourth  Screec 

Little 1  Rock,    Arkansas 


72201 


\    Re?      Madisoa  Guaranty  Savings   &  Loan  Association   ("Madison") 
Dear  "Mr.  Massey 

\    \ 

Pleas*  advtae  the  Department  of   the  progress  and  current   statue  of 

Madison '  s\S3  Billion  preferred  stock  Issue  and  stepju-ealten  to  meet  the- 
Federal  HomeNLoan  Bank  Board's  »*«<«■«-  nee  worth  requirement.    Since  the 
Departaent  has^not  yet  received  a  filing  for  the  preferred  stock  issue, 
we  are  concerned  about  the  ability  of  Madison  to  complete  the  sale  of 
such  stock  and  meet  the  ilnlia  nee  worth  requirements  of  the  Bank  Board 
by  December  31,   1982,   as  earlier  agreed. 
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confide:-; 


Dear   Ms.    Bassett   and  Mr.    Handley: 

lis   is    responsive   to  your    latter   of   December   9,    1985   in 
which  You   requested   information  as  to  stepsCtaJcen-  by  Madison  to' 
improve Xts  net  worth. 


Property  Syndication 

In  addit^lon^to  tha  plana  previously  disclosed  to   finance  the 
development  ofNcettain  property  owned  by  Madison  through  the 

^sliaited  partnership  interests,   Madison  has 
ilopaent  must  also  be   funded  by  the 
t  Bonds.      ITie   issuance  of  such  bonds  must 
tiooof  an   improvement  district,   which 
;atu£ory  waiting  periods,  will  pravent  the 
ing  either   tbe^bonds  or  the  units  of  limited 
paruiKMiipudctttt  untilSsarly   1$»SV — Bie-daciaion   to   finance 
the]  development  of  the  subjec^property  through  such  methods  wa3 
based  on  ^stimatea   of  developmenfevcosts   and  anticipated/of fering 


ich  were  not  available  tcr-Madiaon  at  the, 
was   approved. 


the 


RS  000646 
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Ms.  Bassett,  Mr.  i 
December  17, 
Page  Two. 


uUi<r,w_,, 


/Due  to/prospective  changes  in  federal  tax  laws  "a«d  related 
reasons,  the  offering  of  Madison  preferred  stock  has  seen  \ 
delayed./  It  is  anticipated  that  an  offering  of  MadisoVs  \ 
preferred  stock  will  commence  during  the  first  quarter  of  19^86, 
should/the  economic  environment  be  favorable  to  such  an  Offering 


ad  that  time. 
Proposed  Debt 


Offering 


Madison  is  currently  considering  an  offering  of  subordinated 
debt,  which  debt  would  be  structured  to  meet  the  newly- imposed 
regulations  of  the  Federal  Rome  Loan  Bank  ("FHLB")  allowing/ such 
debt,  or  the  proceeds  from  offerings  thereof,  to  be  included  &n 
the  netWth  calculations  of  subject  savings  and  loans.   Itjis 
anticipated  that  Madison's  offering  of  subordinated-- debt  wilJL 
commence  during  the  first  or  second  quarters  of^ ir^86.     \   ** 

Dependlngvupon  the  success  of  any  or  aTll  of  the  three   j 
offerings  described  above,  Madison  management  may  cnoose  to 
modify  its  current  plans  and  commence  an  offering  or  offerings 
of  a  structure  or  structures  unrelated  to  those  described 
aboi 


dges  that  it  has  not  set 
ements,  and  that  the  successful 
d  satisfy  such  requirements 

the  Application.  Thus,  Madison  hen 

will  not  engage  in  brokerage  activities  until 

tive  steps  to  improve  its  net  worth  position 

ived  approval  from  you  with  respect  to  such 


minimum 

tation 

ition 


information 


sitate  to 


Richard  N.  Massey 
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BOARD  OF  DIRECTORS  MEETING  AT  THE  FEDERAL  HOHE 
LOAW  BANK  OF  DALLAS  .  JULY  11.  1986.  10:00  A.M. 

Attending:     Rolf  Coburn,  Beverly  Bassett,  Board  oC  Directors 
of  Madison  Guaranty,  Waltar  Faulk,  Charles 
Hanlay,  Bob  Young,  Larry  Staton,  Karen  Bruton, 
»       Chip  Kiasweter,  Jim  Clark,  two  assistant 
•.examiners,  John  Salig,  and  Brack  Speed 

laujjs: 

There  will  be  a  cease  and  desist  order.   There  might 
be  rooa  for  a  little  bit  of  negotiation,  but  he  didn't  see 
much  room  for  change.   Ha  said  the  institution  will  change 
today.  . 

Faulk  identifies  business  problems:  „  . 

(1)  Net  worth  of  institution  is  $1.6  million  short 
of  regulations. 

(2)  He  is  concerned  that  the  institution  is  growing 
too  fast. 

(3)  The  nature  of  the  growth  troubles  him.   There 
are  no  real  estate  feasibility  studies.   A  supervisory 
appraisal  has  been  ordered.   The  supervisory  appraisal 
probably  will  result  in  the  insolvency  of  the  institution. 

(4)  Accounting.   Faulk  outlined  several  accounting 
problems,  including  not  cancelling  profits  for  sale  when  the 
loans  have  been  bought  back,  conflicts  with  the  Association's 
accountant,  documentation  of  loans,  loan  underwriting,  the 
suspicious  use  of  loans  instead  of  direct  investments. 

(5)  The  manner  of  compensation  to  Jim  McDougal  and 
John  Latham  may  have  led  to  the  problem.   The  overall  incomes 
of  McDougal  and  Latham  are  excessive  for  sire  and  problems  of 
thm  Asaociation.   Young's  compensation  is  tied  to  income  he 
can  find  on  the  books,  and  this  invites  abuse. 


LAIiLofl: 

Greg  Young  does  not  have  a  contract,  but  a  job 
description. 


HCCSX 
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fxulx: 

Faulk  asked  again  for  all  employment  contracts. 

(6)   Misuse  of  position  and  usurpation  of  corporate 
opportunities.   The  Association  has  been  making  sales  to 
people  without  financial  wherewithal  that  are  characterized 
"straws"  as  to  generate  business.   Faulk  questioned  the 
payments  to  the  companies  noted  on  the  June  19  letter.   He 
questioned  if  payments  are  for  real  work. 

Faulk  stated  in  a  general  way  that  it  seems  if 
purpose  of  the  Association  is  to  generate  income  to  certain 
insiders,  such  as  Latham,  McDougal,  Henleys. 

Inaccurate  and  unsupported  appraisals  and  projection* 
lead  to  early  bad  decisions.   Better  lots  at  the  developments 
have  been  sold  first,  sales  have  occurred  to  straws,  resale  of 
property  has  occurred  to  add  false  value  (land  flips) ,  and  * 
there  has  been  failure  of  proper  oversight  by  the  Board  of 
Directors. 

Falsa  and  inaccurate  information  has  been  given  to 
examiners.   There  have  been  efforts  by  management, 
particularly  Latham,  to  disquise  information. 

Day-to-day  operations  are  unprofitable.   Young's 
analysis,  showing  that  the  Association  has  reached  a 
break-even  point,  assumes  growth  and  relies  on  misbooksd  land 
sales.   Faulk  emphasizes  that  it  is  unusual  to  act  on  interim 
information,  but  there  is  serious  concern.  He  calls  to  the  ~ 
Board  to  stsp  up  review.   He  indicates  he  thinks  that  net 
worth  is  fabricated.  The  cost  of  money  of  the  Association  is 
way  above  peer  group. 

Faulk  suggested  to  the  Board  that  they  take  the 
message  to  the  KcDougals  that  the  KcDougals  get  out  of  the 
business.   He  suggestsd  that  the  Board  request  the  resignation 
of  Lathaa  and  elect  a  two-person  committee  to  run  the 
Association  while  a  search  is  conducted  for  a  new  chief 
executive  officer. 

He  also  said  that  a  Section  407  investigation  will  be 
started  into  whether  any  "shenanigans"  are  going  on  in  the 

developments. 

SELIg; 

Selig  agrees  that  this  is  not  the  time  or  the  o£ft£« 

Ireas  specific  issues.   He  asked  to  address  generaT 


to  add: 
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problene  idantifiad  and  offar  solutions.   Faulk  declines  to 
listen  and  tails  tha  Board  and  the  attorneys  to  review  tha 
caasa  and  dasist  order  offered  then. 

THE  FEDERAL  HOHE  LOAN  BANK  OFFICIALS  LEAVE  THE  ROOH. 

i 

Tha  Board  decides  that  it  cannot  sign  tha  docuaent 

becausa  it  is  19  pagaa  long,  and  they  have  no  tiaa  in  which  to 

review  and  analysiza  tha  proposed  ceasa  and  desist  order. 

RECONVENE 

(John  Salig  is  absent,  speaking  vith  Xaren  Bruton  in  another 
office.) 

FAOLX;  .  ' 

Faulk  enters  and  tells  Board  ha  likaa  to  talk  to 
Board  without  attorneys  and  asks  for  ccutnti. 

STEVT!  CTJTTVA*: 

Steva  Cuffaan  says  Board  has  been  active, 
well-intentioned,  ha  notea  that  thara  has  been  a  growth  in  net 
worth,  ha  is  concerned  about  tha  growth  of  tha  Association,  he 
felt  tha  service  corporation  was  good  because  it  was 
profitable.   Steve  said  ha  relied  in  past  on  Jia  McOougal  to 
run  tha  service  corporation. 

Sarah  Hawkins  atataa  that  spends  her  tiae  on 
regulatory  aspects  of  tha  Association.   She  sees  soae 
iaproveaents  in  internal  controls,  but  also  sees  concern  in 
internal  controls.   Reworking  old  probleas  of  the  Association 
has  taJcan  tiaa. 


IAJZL5: 

How  auch  control  has   Board  had  over  tha  service 
corporation.      He  questioned   the   Board's   knowledge  of  the 
ownership.      Ha   asked  what   the   Board' a   opinion  of  tha  ownership 
was.      No  one   on  the   Board   axprassad   an  answer  to  his  questions 
on   tha   ownership. 

Faulk   indicated   that  he  doesn't  mind  going   along  with 
well-docuaented  and   open   transactions,    but   the   transactions 
occurring    in   the  Association  today   are   not  open  or 
docuaent ad. 

_]_  KFC4  2  7 
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Ha  navar  likaa  to  sen  compensation  baaed  on  a 
p«rc«ntaqa . 

(Salig  and  Bruton  raturn.) 

Problaa  is  cwnarship  and  assat  quality. 

Salig  cutlinas  altarnativaa .   Ha  offars  to  tarainata 
tha  «iploy»«nt  of  tha  McDouqals  and  aaka  Jia  McCouqal  a 
consultant.   Ha  offars  to  raconstituta  tha  board  of  tha 
sarvica  corporation  to  airror  that  of  tha  Association. 

TlttTJN 

Ta*a   tha   aassaga   back;   to   Littla   Roc*   that   tha 
McOouqal*    cannot  ba    conaultants. 

IXZsUi 

Salig  offars  voting  trust. 

Ha  vants  total  raaoval  of  McDougals  and  Bill  Hanlay 


Salif  aays  Hanlays  ara  naadad  to  sail  tha  aarvica 
corporation's  propartias. 

FaulX  aaks  Board  (in  a  alanOad  way)  if  thay  would 
rathar  hava  third  party  do  appraisal. 

Faulk  says  that  ha  thinks  tha  Association  is 
baqinninq  to  finla  (firxla  is  a  play  on  tha  FSLIC  acronya) . 
Ha  says  ha  aaas  this  now  as  an  FSLIC  run  projact.   Ha  wanta  to 
saa  what  aasats  thara  are.   Tha  Fadaral  Hcna  Loan  BanX  haa 
loat  faith  in  tha  prasant  manaqanant. 
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The   banks   wants    a    new   beard,    manager,    and   ass< 
(valuation. 


The    Board   generally    recognizes   problem    and    would    have 
no    trouble   with   a   aajority   of    the   contents   of    tha   proposed 
cease   and  desist  order. 

On   appriisale,    FSLIC   gats    to   sign   off   on   choice    of 
parson. 

Latham  sust   ba    terminated .       Ha  «ay    continue    as    an 
eaployea    for   45   daye,    but    ha    can   no    longer   ba   chief    axecutiva 
officer   or   chairsan. 


Ha  would   support   third   party   appraisals. 

££IJ£: 

Ha  naads   tima  to    raviev   tha  proposed  cease   and  deaiat 
ordar   for  two  reasons.      Ha   naads  tiae  to  understand   all    19 
pages   of   tha  caasa   and  desist   ordar,    and  ha   needs   tiaa   to    see 
if   the  tiae-fraaas   contained  within  the  cease   and  desist   order 
can  ba  mat. 

It    is   decided    that   Wednesday,    July    16,     is    tha 
deadline    for   answer  on   whether   the    Board  of    Directors   will 
accept  the  cease  and  desist   order. 


tha  McDoug 

SrLTG 


By  Wednesday,    a    search   coaaittee   should   be    foned, 
gals   situation   resolved,    and   the   appraisers    naaed. 


The  June    19    latter    listed    several    prohibited 
activitiee.      Along   with    Sarah    Hawkins,    John   Selig   discusses 
aeveral    of    the    specific    prohibitions.      The    prohibition 
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contained  In  number  A  (c)  of  the  June  19  latter  concerning  90 
percent  loans  can  be  modified  as  long  as  the  loans  hav«  no 
insider  relationship,  a  proper  appraisal  has  been  done,  the 
borrower  is  credit-worthy,  and  the  new  compensation  schedule 
proposed  by  the  Board  will  be  used. 

R9LF  Sflgffi&: 

He  has  concern  with  the  marketability  of  the  deeds  at 
the  Campobello  project.   Examiner  Clark  has  not  received  a 
copy  of  the  title  insurance  policy  for  the  property  as  yet. 

He  restates  concern  about  the  availability  of 
information.   There  have  been  problems  in  the  past,  and  any 
future  problems  with  information  should  be  rsferred  to  the 
two-man  committee  to  be  formed  from  the  Beard  of  Directors." 


2SII2: 

He  notes  that  Madison  Marketing  and  Madison  Real 
Estate  are  not  included  in  the  contents  of  the  cease  and 
desist  order. 


Madison  Real  Estate  may  continue  operating  as  long  as 
no  commissions  are  paid  to  the  Henleys  or  the  McDeugala. 

SSLIG; 

John  questioned  the  prohibition  against  doing 
business  with  Castle  Sewer  and  Water.   He  indicated  that  it 
was  necessary  to  do  business  with  Castle  Sewer  and  Water  ao 
that  Castle  Grande  Estates  can  be  a  viable  development 
project.   He  indicated  that  an  agreement  was  being  negotiated 
at  the  time  but  was  not  consummated. 


EAI21S: 

Faulk  said  that  they  would  consider  any  such 
agreement  after  the  examiners  had  a  chance  to  look  at  it. 

HCCSX 
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SARAH  HAWVTMS i 

She  »aw  no  reason  why  the  Wilson  company  should  ba 
includad  on  tha  list  of  prohibitad  companies. 

Tha  Wilson  company  had  a  loan  from  Madison  Guaranty 
and  endorsed  the  c'hecJc  representing  the  proceeds  of  that  loan 
back  to  the  service  corporation. 

SMv\fl  HAWKINS; 

Sarah  strongly  disagrees  with  his  conclusion.  . 

meeting  breajcs  u? 


PRIVATE  MEETING  AT  WHICH  STEVE  CUFFMAN,  JOHN  S2LIG,  ROLF 

CO BURN,  WALTER  FAULX,  KAREN  BRUTON,  BEVERLY  BASSETT, 

BRECX  SPEED  PRESENT 

ZASZLK: 

raulk  said  he  doesn't  want  to  be  so  strict  as  to 
close  the  Association.   He  finds  it  hard  to  believe  that  there 
is  no  nuaber  two  man  in  place,  and  the  Association  would  fold 
without  Lathaa.   Hs  indicated  that  he  doesn't  have  any  faith 
in  Lathaa  anyaore. 

STFV?  otffmam; 

Steve  reaffiras  his  faith  in  Lathaa.   He  states  that 

there  is  no  depth  in  aanageaent  at  the  Association. 

fnVLfi: 

He  says  to  use  legal  counsel.   Lathaa  is  out.   Lathaa 
was  chief  executive  officer,  and  he  aust  taxa  responsibility. 

He  suggests  a  new  board  of  directors  ba  put  in 
place. 

You  may  have  to  pay  extra  for  a  new  CIO  that  can  do 
the  job,  but  it  is  worth  it. 

HCCSZ 
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SELIG: 

Questions  the  tiae  liait  en  the  net  worth  compliance. 

FAULK; 

,   We  plan  to  shrink  the  Association  to  the  net  worth 
liait.   After  that,  grow  at  a  slower  rate.  -A  new  audit  Bust 
be  done  because  Jia  Alford  of  Frost  6  Company  is  not 
independent. 

SELTG: 

TaXes  exception  and  questions  when  loans  to  Alford 
were  made.   If  Bade  after  exaa,  then  there  should  have  been  no 
conflict. 

KASgM  BRUTOW! 

We  are  not  going  to  discuss  the  facts. 

BSVS3LX  SngSSTT: 

She  first  got  truly  concerned  about  the  Association 
when  Sarah  Hawkins  called  and  asXad  for  the  caapobello  files. 
Sarah  aaid  she  couldn't  find  the  Association's  files.   Beverly 
stated  that  she  was  not  entirely  convinced  some  files  are  not 
hidden. 
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GUESTS:  Rep.  JEvl  LEACH  (IMA);  Pres.  BILL  CLINTON;  JAMES  McDOUGAL, 
Fmr.  Clinton  Business  Partner;  WALTER  FAULK,  Fmr.  Federal  Regulator;  Rep. 
LEACH; 

BYLINE:  JOHN  CAMP 

HIGHLIGHT:  Three  key  regulators  dispute  allegations  that,  when  he  was 
governor  of  Arkansas,  President  Clinton  engaged  in  improprieties  that 
kept  Madison  Guaranty  Savings  and  Loan  afloat  after  it  was  broke. 

BODY:  REID  COLLINS,  Anchor:  For  two  years,  as  candidate  and  President, 
Bill  Clinton  has  been  under  a  barrage  of  allegations  and.  revelations 
about  Whitewater,  that  16-year-old  real  estate  deal  involving  the 
Clintons  and  the  owner  of  a  failed  savings  and  loan  company.  In  recent 
weeks,  the  White  House  has  tried  to  reverse  the  tide  of  Whitewater  with 
news  conferences  by  both  the  president  and  first  lady  and  the  release  of 
tax  returns  and  Whitewater  documents.  One  of  the  more  serious  questions- 
did  Bill  Clinton,  as  Arkansas  governor,  abuse  his  powers  by  helping  keep 
that  troubled  S&L  open,  costing  taxpayers  millions?  A  CNN  special 
assignment  investigation  in  News  Hour  today  provides  some  answers.  John 
Camp  reports. 

JOHN  CAMP,  Senior  Correspondent:  It  has  been  a  news  media  pack  attack. 
Whitewater-  story  after  story  on  television  network  newscasts,  in  the 
nation's  leading  newspapers,  a  favorite  topic  on  talk  radio  and  in 
congressional  speeches. 


Rep.  JIM  LEACH  (R-IA):  In  a  nutshell,  Whitewater  is  about  the  arrogance 
of  power: 
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CAMP:  Allegations  that  as  Arkansas  governor,  Bill  Clinton  abused  the 
powers  of  his  office,  charges  linked  to  a  failing  savings  and  loan 
company  that  cost  U.S.  taxpayers  millions. 

Rep.  LEACH:  If  you  have  a  savings  and  loan  kept  in  existence  for  a  long 
period  after  its  insolvency- 

CAMP:  But  who  was  responsible  for  keeping  the  S&L  open  after  it  was 
broke?  In  this  CNN  special  assignment  investigation,  we  interview  for  the 
first  time  on  television  three  key  regulators,  who  made  many  of  the 
decisions  leading  to  the  closing  of  Madison  Guaranty  Savings  and  Loan,  an 
Arkansas  S&L  owned  by  a  friend  and  business  partner  of  then-Governor  Bill 
Clinton.  They  dispute  allegations  that  Mr.  Clinton  could  or  did  do 
anything  to  keep  Madison  open. 

But  first,  some  background  about  the  controversy.  Whitewater  is  the 
catch-all  title  for  a  story  with  many  twists  and  turns.  The  suicide  of 
White  House  official  Vincent  Foster,  the  commodities  trading  profits  of 
Hillary  Rodham  Clinton,  charges  of  cover-up,  grand  jury  subpoenas  for  top 
administration  officials,  the  White  House  on  the  defensive- 

Pres.  BILL  CLINTON:  On  my  wife,  I  have  never  known  a  person  with  a 
stronger  sense  of  right  and  wrong  in  my  life. 

CAMP:  President  Clinton  providing  answers  that  raise  even  more  questions. 

Pres.  CLINTON:  We  in  fact  lost  some  S20.700  less  than  the  lines  report 
indicated  because  that  loan  came  from  a  different  place. 

CAMP:  Congressman  Jim  Leach  of  Iowa- 
JIM  LEACH  (R-IA):  -awkward  kind  of  scandal 
CAMP:  -ranking  Republican  on  the  House  Banking  Committee- 
Rep.  LEACH:  -to  seek  public  accountability. 
CAMP:  -has  led  the  Whitewater  charge. 

Rep.  LEACH:  It  all  began  in  the  late  1970s  when  a  budding  S&L  owner  named 
James  McDougal  formed  a  50-50  real  estate  venture  with  a  young 
politician,  the  then-attorney  general  of  Arkansas,  Bill  Clinton. 
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CAMP:  The  real  estate  venture  was  called  Whitewater  Development, 
described  as  a  sweetheart  deal  for  Bill  and  Hillary  Clinton.  But  loan 
documents  show  they  were  on  the  hook  for  more  than  S200,000. 

JAMES  McDOUGAL,  Fmr.  Clinton  Business  Partner:  Well,  they  didn't  get  a 
sweetheart  deal.  They  were  in  a  business  arrangement  where  they  were- 
owned  notes  and  mortgages  which  made  them  liable  for  S250.000  or  more. 

CAMP:  Whitewater  was  a  financial  flop,  although  the  amount  of  the 
Clintons'  losses  are  in  dispute.  Later,  in  1982,  unrelated  to  Whitewater, 
Jim  McDougal  bought  Madison  Guaranty,  which  financed  other  unsuccessful 
real  estate  deals  involving  Arkansas  political  figures,  but  not  the 
Clintons.  Madison  collapsed  in  the  mid-1980s,  leaving  American  taxpayers 
with  a  S68  million  tab  and  questions  about  Bill  Clinton's  role.  Questions 
of  whether  Madison  Guaranty  funds  were  diverted  by  Jim  McDougal  to  pay 
Whitewater  debts  or  funneled  into  Mr.  Clinton's  gubernatorial  campaign.  A 
special  counsel  and  a  small  army  of  lawyers  and  investigators  are  looking 
into  those  and  other  charges. 

One  of  the  most  damaging,  directly  involving  Mr.  Clinton,  is  the 

allegation  he  helped  keep  Madison  Guaranty  open,  long  after  it  was  broke,  as  a 

favor  for  his  friend  and  business  partner.  Behind  this  central  charge  are 

specific  allegations  of  favors  Mr.  Clinton  did  in  return  for  Jim 

McDougal's  generosity. 

Allegation  #1-  that  then-Governor  Clinton  appointed  a  state  regulator 
friendly  to  Madison  Guaranty,  Beverly  Bassett  Schaffer,  who  kept  Madison 
open  despite  the  fact  it  was  insolvent  at  the  time. 

Allegation  #2-  the  regulator  approved  a  highly  unusual  financing  plan  for 
Madison  Guaranty-  a  plan  proposed  by  Hillary  Clinton's  Rose  Law  Firm. 

Allegation  #3-  that  the  newly-appointed  regulator  had  a  conflict  of 
interest  because  she  previously  did  legal  work  for  Madison  and  would  have 
known  of  its  financial  problems. 

Our  investigation  deals  with  all  these  allegations. 

WALTER  FAULK,  Fmr.  Federal  Regulator:  To  my  knowledge,  there  is  nothing 
that  the  governor  of  the  state  of  Arkansas  did  or  could  have  done  that 
would  have  delayed  the  action  on  this  institution. 

CAMP:  Walter  Faulk  is  a  former  senior  vice  president  with  the  Federal 
Home  Loan  Bank  Board  in  Dallas,  Texas.  He  supervised  the  investigations  of 
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Arkansas  S&Ls  in  che  mid-1980s.  Faulk  says  the  federal  government,  not 
the  state  of  Arkansas,  made  the  ultimate  decision  to  close  Madison 
Guaranty  because  its  deposits  were  federally  insured. 

[interviewing]  Did  or  could  the  state  of  Arkansas  keep  Madison  Savings 
and  Loan  open? 

Mr.  FAULK:  No,  no. 

Rep.  LEACH:  Well,  that  would  be  his  judgment. 

CAMP:  But  it's  the  judgment  of  a  top  federal  official  whose  job  it  was  to 
make  these  decisions. 

Rep.  LEACH:  This  institution  was  state  chartered,  state  regulated-  the 
Federal  Home  Loan  Bank  Board  did  oversee,  in  a  distant  way,  this 
institution  and  forced  its  closing  in  the  end.  But  it  could  have  been 
closed  by  state  authorities. 

Mr.  FAULK:  Well,  I  think  it  would  be  a  rather  foolish  move  on  their  part 
because  you  would  raise  concerns  within  the  community,  you  could  have 
runs  on  that  thnft  and  other  thrifts  and  who  would  pay  off  the 
depositor? 

CAMP:  The  deposits  were  supposed  to  be  guaranteed  by  FSLIC,  the  Federal 
Savings  and  Loan  Insurance  Corporation,  but  in  the  mid-'80s,  FSLIC  was 
almost  broke  and  Madison  Guaranty  was  a  small  fish  in  the  ocean  of  S&L 
failures. 

Mr.  FAULK:  There's  problems  in  relation  to  some  of  the  S2  billion  -  S3 
billion  thrifts  that  we  had  in  the  district  would  not  pale  in  comparison. 

CAMP:  In  a  moment,  we  deal  with  allegations  that  then-Governor  Clinton 
took  steps  to  help  Madison  Guaranty. 
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FAULK;  Ms.  SCHAFFER;  CHARL 

BYLINE:  JOHN  CAMP 

HIGHLIGHT:  Former  Arkansas  Securities  Commissioner  Beverly  Bassett 
Schaffer  refutes  allegations  that  she  kept  Madison  Guaranty  Savings  and 
Loan  afloat  after  it  was  insolvent.  Iowa  Rep  Jim  Leach  still  contends  she 
did. 

BODY:  BOBBIE  BATTISTA,  Anchor:  The  Whitewater  controversy.  For  two  years, 
one  allegation  after  another.  In  this  CNN  special  assignment  report,  a 
former  federal  regulator  has  disputed  that  Bill  Clinton  as  governor  of 
Arkansas  could  have  done  anything  to  help  a  failing  S&L  owned  by  a  friend 
and  business  partner.  Our  report  continues  with  correspondent  John  Camp. 

JOHN  CAMP,  Senior  Correspondent:  We  begin  with  the  first  of  three 
specific  allegations  about  then-Governor  Clinton's  role  in  helping  Jim 
McDougal's  Madison  Guaranty-  the  charge  that  he  appointed  a  state 
regulator  to  prolong  the  life  of  the  failing  company. 

BEVERLY  BASSETT  SCHAFFER,  Former  Arkansas  Securities  Commissioner:  It's 
just  mind-boggling. 

CAMP:  This  is  the  regulator  accused  of  keeping  Madison  open. 
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Ms.  SCHAFFER:  I  was  totally  unfamiliar  with  Whitewater  Development 
Company  and  I  was  not  aware  that  the  Clintons  had  a  business  partnership 
with  Jim  McDougal. 

CAMP:  In  1985,  32-year-old  Beverly  Bassett  Schaffer  was  working  as  a 
securities  lawyer  for  one  of  Little  Rock's  biggest  law  firms.  Mrs. 
Schaffer,  who  once  worked  for  Mr.  Clinton  while  he  was  attorney  general, 
says  she  sought  the  securities  commissioner  job  through  her  brother,  a 
long-time  Bill  Clinton  friend.  Today,  Mrs.  Schaffer  is  caught  in  the 
middle  of  Whitewater- 
Rep.  JIM  LEACH  (R-IA):  The  S&L  was  allowed  to  operate,  despite  being 
insolvent  for  an  extended  period. 

CAMP:  -accused  of  compromising  her  integrity  by  not  doing  her  job  in 
1985. 

[interviewing]  Was  Madison  insolvent? 

Ms.  SCHAFFER:  Madison  was  not  insolvent.  True,  they  needed  capital  and 
they  needed  to  boost  their  net  worth. 

CAMP:  This  federal  examination  report  and  other  federal  and  state 
documents  we  inspected  confirm  that  Madison  was  not  insolvent  in  1985, 
although  federal  regulators  were  closely  monitoring  it,  under  what  is  known  as  a 
supervisory  agreement. 

WALTER  FAULK,  Fmr.  Federal  Regulator:  My  recollection  is  that  this 
institution  for  some  time,  while  not  reporting  insolvency,  failed  to  meet 
its  regulatory  required  capital  requirements  and  therefore,  that's  what 
led  to  some  of  the  actions  in  the  entering  of  supervisory  agreements  and 
that  type  of  action  in  the  past. 

CAMP:  And  by  April,  1985,  another  federal  official  expressed  general 
satisfaction  with  Madison's  business  plan. 

[interviewing]  Do  you  have  any  evidence,  any  suggestion,  that  the  state 
of  Arkansas  did  anything  other  than  follow  its  own  procedures  and  follow 
the  procedures  as  outlined  by  the  Federal  Home  Loan  Bank? 

Rep.  LEACH:  When  the  Federal  Home  Loan  Bank  determined  that  the 
institution  was-  should  be  closed,  it  was  closed. 

CAMP:  No,  sir.  It  was  not.  Determination  of  insolvency,  as  would  meet  the 
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guidelines  of  the  federal  government,  were  met  in  1987.  It  was  not  until 
1989  that  the  federal  government  moved  to  close  the  institution.  But  I'm 
trying  to  determine  who  was  at  fault  here? 

Rep.  LEACH:  Oh,  if  you  say  who's  at  fault,  I  think  you  have  a  combination 
of  people  at  fault.  You  have  the  state,  you  have  the  federal  government, 
all  of  whom  were  slow. 

CAMP:  In  fact,  it  was  the  Congress  that  dragged  its  feet  in  the 
mid-1980s,  delaying  an  S&L  bailout  measure  that  would  have  sharply 
reduced  the  taxpayers'  tab. 

Rep.  LEACH:  If  you'd  had  a  little  earlier  funding,  the  losses  would  not 
have  been  as  heavy,  but  this  applied  across  the  board  to  all 
institutions.  This  institution  lost  as  high,  if  not  a  higher  percentage 
of  its  deposit  base,  of  any  institution  in  the  United  States  of  America. 

CAMP:  But  that  would  not  have  been  the  case  if  they  had  followed  the 
recommendation  cf  the  Arkansas  officials. 

Rep.  LEACH:  This  institution  was  closed  at  the  request  of  the  United 
States  government,  not  at  the  request  of  Arkansas  officials. 

CAMP:  But  according  to  this  December,  1987,  letter,  15  months  before  the 
Feds  closed  Madison  Guaranty,  it  was  Beverly  Bassett  Schaffer  that  urged 
FSLIC,  the  Federal  Insurance  Agency,  to  take  over  the  troubled  S&L, 
saying  'Your  prompt  attention  to  this  serious  matter  is  requested.' 

Ms.  SCHAFFER:  It  would  have  been  an  irresponsible  act  on  my  part  to  go 
close  a  state-chartered  savings  and  loan,  knowing  that  the  FSLIC  had 
said,  'We  don't  have  any  money  right  now  to  pay  off  the  depositors.' 

CAMP:  At  the  time  of  Mrs.  Schaffer's  letter,  this  audit  report  estimated 
Madison  was  about  S10-1/2  million  in  the  hole.  By  1989,  when  Madison  was 
finally  closed,  losses  had  climbed  to  515  million.  Since  then,  the 
federal  government  has  sold  off  Madison's  holdings  at  bargain  basement 
prices  and  taxpayer  losses  have  soared  to  S68  million  today. 

Mr.  FAULK:  Had  it  been  timely  acquired,  it's  my  opinion  that  whatever  the 
ultimate  loss  is,  it  could  greatly  have  been  curtailed,  by  the  taking  of 
more  timely  action. 

CAMP:  So  this  would  have  been  a  federal  oroblom,  not  a  state  problem. 


384 

8 

Mr.  FAULK:  That's  correct. 

CAMP:  And  what  about  Beverly  Bassett  Schaffer's  role? 

Mr.  FAULK:  She  acted  responsible  at  all  times  and  I  don't  see  how  anyone 
could  say,  that  knew  the  history  of  this  case,  or  who  would  look  into  the 
history  of  the  case,  could  say  that  she  acted  irresponsible  or  delayed  or 
drug  her  feet  in  any  manner  whatsoever. 

CAMP:  Next,  Whitewater  allegation  #2,  that  Beverly  Bassett  Schaffer  as 
Arkansas'  top  banking  regulator,  approved  what  news  reports  have 
repeatedly  described  as  a  'novel*  financing  plan  to  help  Madison 
Guaranty-  a  proposal  by  Hillary  Clinton's  Rose  Law  Firm  to  sell  preferred 
stock. 

Ms.  SCHAFFER:  Selling  stock  to  raise  capital  is  done  every  day.  I  can't 
imagine  suggesting  that  it's  a  novel  proposal  to  issue  stock  to  raise 
capital. 

CAMP:  In  fact,  documents  show  federal  regulators  knew  about  the  stock 
sale  proposal  and  hoped  it  would  save  Madison  from  collapsing. 

Mr.  FAULK:  It  wasn't  unusual  at  all,  I  mean,  in  the  national  network  of 
thrifts,  you  would  find  a  lot  of  stock  savings  and  loans. 

CAMP:  Mrs.  Schaffer  claims  she  never  approved  the  stock  proposal-  only 
said  it  was  legal  under  Arkansas  law. 

CAMP:  Was  there  ever  any  direct  contact  by  Hillary  Clinton  of  your 
office? 

Ms.  SCHAFFER:  She  made  one  telephone  call  early  in  the  process,  probably 
some  time  after  we  had  received  their  letter  but  before  I  wrote  my  letter 
to  the  Rose  Law  Firm.  And  it  was  a  perfunctory,  very  brief, 
non-substantive  conversation,  basically  consisting  of 'We've  sent 
something  out  there.  We  have  a  letter.  Who  should  we  work  with?' 

CAMP:  This  is  the  top  state  investigator  who  handled  the  request,  Charles 
Handley,  a  25-year  regulator.  He  says  he  had  no  dealings  with  Hillary 
Clinton. 

CHARLES  HANDLEY,  Arkansas  Securities  Dept.:  No,  never  have  met  her 
oersonallv. 
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CAMP:  Nor,  Handley  says,  was  there  anything  unusual  in  the  way  Mrs. 
Schaffer  handled  Madison's  problems. 

Mr.  HANDLEY:  She  didn't  give  favorable-  favorable  treatment  to  the 
savings  and  loans  or  Mr.  McDougal.  I  think-  I  think  she  done  her  job. 

CAMP:  Although  the  stock  proposal  never  received  final  approval,  much  has 
been  made  of  this  letter  written  by  Mrs.  Schaffer,  a  letter  that  began, 
'Dear  Hillary-.' 

Ms.  SCHAFFER:  'Dear  Hillary.'  I-  I  think  so  much-  that's  a  red  herring. 
People  need  to  go  read  it  and  see  that  it's  very  businesslike,  it 
addresses  the  question.  There's  nothing  in  there  that  says,  'How's 
Chelsea?  It's  nice  to-'  you  know,  '-it  was  good  to  see  you  and  Bill  last 
weekend.'  There  isn't  any  familiarity  to  it. 

CAMP:  In  fact,  documents  show  the  Arkansas  Securities  Department  refused 
to  give  Madison  necessary  authorization  to  sell  stock  unless  it  could 
raise  enough  money  to  meet  federal  requirements.  This  effectively  killed 
Madison's  proposal. 

Ms.  SCHAFFER:  They  were  not  very  happy  about  it. 

CAMP:  When  we  come  back,  questions  of  conflict  of  interest. 
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HIGHLIGHT:  Former  Arkansas  Securities  Commissioner  Beverly  Bassett 
SchafFer  refutes  allegations  she  had  a  conflict  of  interest  in  scandals 
surrounding  Madison  Guaranty  Savings  and  Loan  and  Whitewater. 

BODY:  BOBBIE  BATTISTA,  Anchor:  In  this  CNN  Special  Assignment  Report, 
we've  dealt  with  Whitewater  allegations  that  Bill  Clinton,  as  Governor  of 
Arkansas,  did  favors  for  a  failing  S  &  L  owned  by  a  friend  and  business 
partner.  And  with  charges  that  an  Arkansas  regulator  gave  preferential 
treatment  to  Hillary  Clinton's  law  firm.  John  Camp  continues  our  report 
now,  with  a  look  at  whether  that  same  regulator  should  have  been  involved 
in  Madison  Guarantee  matters. 

JOHN  CAMP,  Senior  Correspondent:  At  the  center  of  Whitewater,  charges  of 
conflict  of  interest  including  an  allegation  against  Beverly  Bassett 
Schaffer,  because  she  worked  for  a  second  law  firm  representing  Madison 
Guarantee  before  becoming  Securities  Commissioner.  But  Mrs.  Schaffer  says 
she  was  only  marginally  involved  in  Madison's  legal  affairs. 

BEVERLY  BASSETT  SCHAFFER,  Former  Arkansas  Securities  Commissioner:  I 
wasn't  priwy,  as  I  said,  to  discussions  that  may  have  occurred  in  the 
law  firm  about  Madison's  regulatory  problems  or  conditions,  financial 
condition. 
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CAMP:  Congressman  Leach's  staff  alleges  an  internal  memo  she  wrote  when 
she  worked  for  the  law  firm  was  a  clear  cut  conflict  because  it  dealt 
with  a  Madison  financed  project. 

Ms.  SCHAFFER:  This  was  a  narrow  assignment  with  regard  to  this  particular 
issue  on  a  particular  land  sales  transaction. 

CAMP:  The  transaction  involved  the  Jim  McDougal  backed  Campabello 
Development  off  the  Maine  coast,  a  project  blamed  for  many  of  Madison 
Guarantee's  financial  problems. 

How  well  did  you  know  Jim  McDougal? 

Ms.  SCHAFFER:  Fve  never  met  him.  I've  never  had  a  phone  conversation 
with  him,  received  a  letter  from  him  or  a  memorandum.  Nobody  has  called 
me  and  suggested  that  he  knew  me  or  that  we  had  ever  met.  I  don't  know 
that  we've  ever  been  in  the  same  room  together. 

CAMP:  Beverly  Bassett  Schaffer  has  been  trying  to  clear  her  name  ever 
since  the  Whitewater  controversy  began. 

Ms.  SCHAFFER:  It's  very  upsetting  to  me  that  the  message  that  I  got  and 
I've  gotten  the  last  two  years  is,  you  can  spend  a  lot  of  time  making  a 
record  for  yourself  and  having,  building  a  good  name,  but  you  better  not 
hope  it  counts  for  anything  when  it  matters. 

CAMP:  Mrs.  Schaffer  says  she  is  fully  cooperating  with  Special  Counsel 
Robert  Fiske  who  is  conducting  a  broad  scaled  investigation  of  the 
Whitewater  Affair. 

The  Whitewater  controversy,  to  a  large  extent,  is  about  Arkansas  politics 
and  Beverly  Schaffer  and  her  husband,  Archie,  represent  how  small  that 
political  world  is.  He  is  a  nephew  of  U.S.  Senator  Dale  Bumpers  and  Chief 
Spokesman  for  Tyson  Foods,  Arkansas'  biggest  employer  and  a  company 
involved  in  its  share  of  controversies  because  of  ties  to  Bill  Clinton 

What  do  you  think  about  all  this? 

ARCHIE  SCHAFFER:  Well,  I  have  for  about  25  years  been  involved  in 
politics  and  government  and  P.R.  one  way  or  another  and  I've  never  seen 
anything  like  it  really. 

Ms.  SCHAFFER:  Yeah,  I  don't  like  it,  but  tough.  I  mean,  I,  that's  the  way 
it  is  and  Bill  Clinton  is  President  of  the  United  States. 
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CAMP:  And  as  President,  Mr.  Clinton  has  kept  the  controversy  going  with 
contradictory  and  sometimes  confusing  explanations  about  his  actions  as 
Arkansas  governor. 

But  as  our  report  has  shown,  there  seems  to  have  been  little,  if 
anything,  he  could  have  done  to  help  the  S  &  L  of  his  friend  and  business 
partner,  Jim  McDougal.  If  he  did  not,  that  answers  one  serious  .     ..iwatP' 
question. 

But  the  Whitewater  controversy  has  many  facets  and  Special  Counsel  Fi&kt 
is  faced  with  the  job  of  answering  the  remaining  questions.  I'm  John 
Camp,  CNN  Special  Assignment. 
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ison  Caarancy's    financial  condicioc  and  ope: 
.7   being   conducted  .ay   e^iaizsrs   representing   the   Fi 
oae    Loan   3ar.k   3oard.      This    emainatiou    is   noc    yet   complete,      noweve  •, 
already   disclosed   aacters    of    serious    supervisory  concern   including  a  :s; 
unsound   practices,    instances   of   noncompliance   with  che   July   19,    1?34/ 
>ry  Agreement   and    regulacory   violations.     Accordingly,   we   ine 
a   board  of   directors   aeecing   for  July   24,    1986  ac   1:20  p/a. 
e   federal  Hoce    Loan   Bank  of   Dallas,    500  Ease  John  Orpenper   rfeewa./. 

e,    as   a   result   of    chls   office's  ongoing  aoni.ror_    -,   of /(adisoc 
■-•e   have  noted   your  associar ion's  continued   failure   to/conpiy|  with 
3uc   net   worth    requirement   of    iection   56J.13  of   che   Intfuracca 
s.      Ac   April   30,    1986,    your  association's   regulatory  net  voirh 
.5  aiiliou,    soae    $1.65  ail.'.ion  short   of   ics  oi,.aiauri   requires* 


_oV,    che   July   19,    1984   Supervisory  Agreement  by  and   beeves?,  chis 
e^and  Your  associacion   requires   you   Co    Cak^_acrions_Ca-e.£i ees-^attrson 
ncy^ycoapLianca   wich   che   nee   wocth  requireaecc  of   Insurance  R.eguiaciot 


Gua: 

563.U.      However,    during   1J85,    Madison  Guaranty's   liabiiicles   grew  i-i'J;:    Erom 
$48  niiiior.   Co   $105.3  million.      In   che    first    four  nonchs  of   1986,    liabilities 
grey   25^    (annualized)    co   $115  million.      This    recent  growch  by   your  associacion 
appears    tocaliy   contradictory    to   your  July   19,    1984  cooaitaer.c   co  bring 
^ladison  Coarancy    into   net   worth  cocDliar.ee. 

As  V  result   of    the   seriousness   of   the   preliminary  results   or    cha  e.xamir.aci 
In   progress   at    your   institution,    we    find    Ic   necessary   to   tajce   laaediace 
supervisory   action.      Accordingly,    pursuant   co    Insurance  Regul>acior.s\563  .13(d) 
we    r.eraby\direcr   you    co    cake    che    foliowir.s  corrective  actions  \ncil   tte 
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iav-.r.^s    ici    -jar. 


CCBW-.S86. 


Madison  Cuarsr.=y 

■Vasoclacioc 
Augusta,    Ar'.cansas 
June    I?.    L?86 
?a^    2 

I)        The  ^association   shall  upon    receipt  of   this    letter   laqediatai/   idju: 
saVlngs    races    co   ensure    that    che    races    it   pays    co   accrue:   savings 
Jeposits   are   aoc    ta   excess   of    the    ratas   paid  oa  comparable  deposits    ay 

coopering    institutions li-cha— samcjiarfcet.      Furcheraore,    dutll  che 

July   2- ,    19863ee~fing ,    che   associaciotT's'hal'    teaedia'ceiy   reduce    its 
gro-jch   ;a i*tfsurs   thac    it   will   aoc   increase    lts">llabilities   ln\an  aaounc 
thac    is/La   excess   of    che   anount   of    incaresc  credited   on   savingNs   accouncs 
and   cMe   aaounc   necessary    co    fund  an/    loacs-in-process\obligacioiis   or 
gdiiy   binding   coosmiraetics   exiscing  as   of   che  dace   ofN^hls    lecc\ 

ladisoc  Cuarancy    shall   corns  !•/    fully   with   che    cescriccions  \nd 
requirements   of   Insurance   Xegiilacioc   563.9-3.      accordingly,  ynong  bche: 
things,    che  associacion  nay   aoc   aake   an;.'  additional   "direct    bevescajents 
as    char    tarr;   Is   defined    la   Serri^n   563  .9-3(b)(i)   of   Che   Ir.suricc? 
Regulations,    vlchouc   Che    prior  written  approval  of   chis   office^ 

The   association,    and    its   wholly   o*^ced   subsidiary,    snail   laaediafc 
camir.ara    the    incentive   ccat-^nsacion  plans   currantl'   In  effect    :or 
Messrs.    i-fcDouga!  and   Henley,    wheraoy   they   receive    10"   of    ;he   ae  :    inc|3 
generated    by   Maciscu   Financial    Corporation   and   Madison  Guaranty 
respectively,      la  addition,    che  cocoeasacion  paid   co   chesa   rvo 
Icdiv-i  duals   shall   be    ianediacaiy  adjusted   co  a   level  coacensurafta    cti    Che 
compensation  aaii   co   officers   virh   similar  ducies   and   responsiaill rp.es , 
who  are   employed   by   chrifrs    siailar    in  sire  and  operaciag   prac/rica* 
Madison  Guaranty. 


6) 


The   associacion  or  any  of    L 
^xake,    purchase  or  coaair   Co 
•y    raai   estate,    until    i:  :. 


:;    subsidiaries   shall  aoc  aa!<e  or  zomni 

.  urrhase,    all  or  any   parr  of  .a   loan   secured 
-lass    che    folioviag  condition's  have   brfen  aec: 


:e   decuaenracioa   requireaencs   of  Secrion   56J-rl7-l(c)   of   che\ 
.'nsuracce   Regulations    ara    fully    sacisfied, 

r  1 

ie   aporaisal   repocr   obcamea    Ls    in  conpliance-  wirh"~requi.reaenc3   and 
^guidelines  of  Menorandun  ?..-<«  lb;   aod 

che    loan  has  a    loan-co-'alue    ratio  of  90"  or   less    based  upon   che 
lover  of   either   che    security   prouerty's   sales   price   or   its   aooriised 

ison  Cuarancv.    or  aav   of    Irs    subs  l?J  .it.:a  s ,    ^h",1. }    nnrV--nr«    .1  -y_ 

esr.xce_p---ned   bv   the  association  obxany  of    Its 


is  o£ 


bsidiariiS-    save    for    sales   closed    pursuant    to    legally   btndis 
coS^TrrTents   co   provide    such    f.-.ancLng    In  existence   at    the  daca 


_shaJ_L.r-o.c1 


f   chis 


t  a__trnrsS_ac~iJusinsss.  with  _ar./_of.  Cha  _coLloulr.g._ajaed_conpanles    excapc    foe 
t  j5jj-.es  K  ~_rj}a>^tced    oursuar. :    to  cone  race -a  I  atrangeQa,ncs_exisciag  at    the 
dite    .t  -    -\:  ;    '  X-  - » ;  .      Furthermore  ,    chis   office  ausc   be   nocifjiad    la 


s.--ili_  r.oc.allau  .any  ..of    its   subsidiayias 
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Madison   Guaranty    Savings    acd    Loan 

AssociiCion 
Augusta,    Arluasas 

June    L9,    1386  . 

Page    3  ^^^ 

writing/prior  Co  any  payaenc  of  31000  or  more  by  (l^disoa  Cuarancy  or  an/ 
o£  lp4  subsidiaries  Co  any  or  che  following  companieVpursuaac  Co  such  a 
Air-in  '    arrangement.      The.   companies  are  as   follousls 

Sewer  actd_'*"acar  .Company^ 

aduscries,    Inc. 

Lson   Co. ,    Inc . 

Scuff,    Inc. 

chy    Development 

in   Enterprise 

a  Marketing 

31    Madison  Real  Escaca 

9)    designer  Construction 

LO)   Industrial  Jeveiopeect  Company  of  Liccle  Rock  (IDC) 

11)  Industrial  Services  Co.  (ISC) 

12)  .'ladlson  Properties,  Inc . 
L3)   Dixie  Continental  Leasi-g,  In_. 
lM   Aunspaugh  Designs 
15)  \Master  Developers,  Inc. 
16  )\  Island  Cons crucc ion 


f  /ou  hava  any  quescions  ragarii.ig  this  Letter  or  che  July  2-i,  1986  oeecing, 
lease  feel  free  Co  contact  Chip  0.  Xiesewetcer  or  myself  ac  (£ 


:Z14)  659-3500. 


v^ry  cruly  yours 
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i:::::i-A.\i.  !  \«.iJ:  L'.\\.\  B:'\.\:<  i.T  Q-mLm 


Juss   I?,    1936  JHL23  Xo.    7501 


3oard  or  Diracrc™ 

Macijou  Cii3.-zz.Tj-  SA-riz.55   ar.d   l-:a=, 

±SZCCL3.Z-3C 

1.   0.    3cr  U32 

15ch  azd  Mai-  Scraaca 

Auyvista,   Arr-icsas     722C2 

Dear  3c-3.rd  Mardars: 

praczlzas   i.3  cu— asrly  belz?  zczr-c-ac  by  ■»---•'  sera   7apTasaz~zz.   :ra  "acarzl 
alraady  dlsclcsad  ratrars   or    sariaur    suparrt-scry  cozrarr,   Lzzl-dlzr  Mzsara  ar.d 

Guarzzry,    ve  lava   zccad  ycur  aaaccla—az's   ess"1  ~*wc   fallzra    :c   zzzrz^r  vi;z 
las\ilan=zs .      Ar  April  20,    13S6,    ycur  asscdarioz' 3    rag-ilzcary   zac   -or-.-. 

As  yen  Sszsw,    ;ra  Jul?  19,    198-  Supervisory  Agraa=ezr  by  azd  becvaez  C— 3 
ocrlza  and  your  association  racuiras   you  to    zzka   actions    to   eiiact  Madiscr. 
Guarazty's   conpliazza  vitz  tha   cat  vert-   raczirazert  of   2zsurzzca  ?-a5,ai.atzaz 
562.12.      However,    daring  1933,    Ms.di.3cz  Guaranty's   liabilitias   grav  12C-2  frrc 

grav   25'   (anzzzlizad)    to   S113  zillioa.      Tzis    racan:   grswcz  by  ycur  association 
app«ia.r3    toczlly  contradictory    to   ycur  July  19,    198i  cenzitzezt   to   bcizj 
Madisoa  Cuaranty   izta   aet  «o::r.  ccnpliazca. 

As   a    rasult   of   era   sariouszass   of   era   pralizlr-azy   casults   ot    c.-.e   axanrzat-on 
lz  ottgrass   at    'cur  institution,   ve   find   it   aacasszry   to    ca:<a   izzaciata  ^ 

suparviscr/  aciioz.     Aczorrizzly,    pursuant  =0   Izsurzzca  ?.a3-ilz  rises  363.i-(z;, 
va   haraby  diract  ycu   co    cal-ca    era    fallowing  corzactive   acrior.s   until   "a 
aiorazaztiozad  zaatizz  Is  field  and/or  you  racaiva  carrzar  zociaa   free  zzls 
orrica: 
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.'ladisaa  Cuaraa~ •  Saviaajs  aad  laaa 
Associacaaz 
Ausua  ca ,   Aaraaaaas 
Jose   1?,    1325 
?aSs    Z 

saviaas   raras    ca  azsura   rzar  caa   cacas   i:  pays   ca  ac— zee  saviass 
deposirs   an  aac   ia   azcasa   or    caa   racas   paid  ou  caa-azzbla   dapasira   by 
cacrpeciag,   iasciruciazs   ia  cha   sane  aar'aar.      Fvizzherrora,    »--■ *  •*    arte 
July  24,    1936  zasciaa,    caa  assaciaciaa  shall  iaaaaaiaraiy  rsdsca  ics 
graver,  ca   easura  caa:   la  --111  aoc  iacraasa   ics  liabilirias   la  aa  azauzr 
czar  la   ia  aazass  or    caa  acouac  of  iacazasc  cradicad  on  sa'rizzs  accauaza 
aad  caa  aaacar  zacassary  ca   fuad  aay  ioaas-ia— carcass,  oblizzriazs  ar 

2)        Harilsoc  Gijaraary  shall  caacly   rally  ^>aca  cza   rasrrizaians   aad 

raquiraaaacs  oi  lasuraaca  ieguiaaiac  561". 9-o.     Acaaraiaziy,    acczs  cchar 
czizas,    caa  assaciaciaa  aay  ace  aaka  aay  addiriatal  "diracz  lavasrzazrs", 
as    caa:    carz  Is   dailaad   la  Secriac  ;6a.9~3(bKl)    oi   caa   lasuraaca 

Massrs.    Mclaugal  aad   aeaiay,    "heraby   caay   racaiva   10-  oi   caa  zac   iaaaaa 

caazeasariaa  paid   ca    ofiiaars   vara  slaalaa  curias   aad   rasraasdbili:d,as, 
Madisaz  Cuazzary. 

aaka,    purchase  ar  carzair    ca    puraaasa,   all  or  aay  parr  of  a  laaa  secuzad 

a)  caa  cacuzaarzriaa   racuirazaars  of  Secriaa  56a-l7-lCc)   of  caa 
lasuraaca  layulariaas   ara  fully  saaisilad; 

b)  caa   appraisal   raporc  obcalaad  is   ia  caapiiaaca  vara  racuirazeacs   aad 
Suidaliaas  of   zazarazduz  ?--«*lb ;   aad 

c)  cha   laaa  has  a   Icaa— ca—  rsiue    racia   of   90"  or  lass    based  upca  cha 
lover  oi   si  caa  r   cha   sacuricy   praperry's   sal as   prize  or  ics  appraised 
valua . 


5)        Hzdlsoc  Goarzr.c".    or  vr.-r  of    ics    subs •' ^ -"--•"» s  .    sh?.11 


of    :;•'    ■»<"T:a    ovr-.sd   bv    tr.a   assccizciar.  or  aay  of    1: 


suasiaiar-1  ■>'. .    sava    far   salas   clasaa   pursuazr    ca   legally   biadiag         *"" 
cacziczazcs    ca    praviaa    such   fiaar.cia-   ia  axi.scar.ca  ac   cha  caca   ai   chi. 


buslaess    r--- <?-ar»d_au"uar.:    ca   cqncraccual   arrar.casaacs   aaisciaz  ac   che 
daca   of    -'-;  *    '  *--_»^_      e urcr.araara ,    chia   offiaa   ausc   be   r.ocifiad  "la 


DEK2IS779 


395 


Madison  Guaraacy  Sariags   aac  Laac 
Asaocl scire 
iu~u=-i.   Sxteassas 
Juaa  L9,   1985 
?a?a  3 

-*ri;iaa:  prior  ;o  acy  pa-ncaa:  of  S1C00  or  sora  by  Maci.sac  Cuaraacy  or  an*/ 
or  les  subsidiaries  :a  aay  or  era  collovia?  csnoacdas  pursuaar  co  suca  a 
coacrai — si  arTaajaaesr.      laa  ccooaaiaa  ara  as   fallows: 


Casala  Sewer  aas  "-arar  Ccepaay 

Casala   laassrrdas,    las. 

las  Vilaoa  Co.,    lac. 

Hoc  Sc-afi,    lac. 

Aaeraaray  Oeveiopcan; 

Soraasos  larar-prisa 

HaALac 


«-!-'.-»<--    — ! 


I) 

2) 

3) 

4) 

5) 

6) 

7) 

3)        Madias  ?-aal  Iscara 

5)        3«sizaar  Ccasr— zrioa 

10)      -adasrrial  2evel.:paaar  Ccarasy  of  lirala  Ice:'.  (.Z2C) 

15)  Dials  Ccaaiaaszal  Laasiag,    lac. 

1*0  Auaspaugr.  Sasigas 

13)  Masrar  Developers,    lac. 

15)  Isiaaa  Ccasr-.crioa 


If  you  have   aay  quasrioas    rasariiag   chas  larrar  or  cae  July   Z*,    1986  seariag, 
plaasa   faal   fraa    co   craracr  Cad?  G.   Xiasawecrar  or  myself  ac   (214)   659-3500. 

Very   craly  yours, 


Valrar  K.   ?aui:< 
Supervisory  Agar.r 

WHJ:CX;  jc 

bec:   ACSC-Oas 
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SECURITIES  DEPARTMENT 

■I7AGE  WEST  3UILDING  •  THIRD  FLCCS 
2C1  EAST  MArlKHAM     ; 
LiTTLc  .nCCK,  ARKANSAS  72231 

7=L5?HCN=  =01— 27:-*.OT|   ' 

Decsmcer    LC,     1987    i 


«r .     S:s-art    Sso:,    Direc:ir 

Federal    Savings    and    Lc«r.    Insurance    2: 

170C   G.  '  s:rs«:,    s.w. 

Washing  :sr.,     L.C.       2CS52 


we  currently  have  rhra*  Sea-?  c.-.ariered  savings  a.-.d 
lean  asscciazic.-.s  insured  ay  i.-e  Federal  Savings  t.-.c  Lea: 
Insurance  Corporation  ("rSLIC")  vnirr.  are  -un  questionably 
insolvent  and  have  ses-  sc  for  a  long  ti.r. e. 
associations    ara  : 


—  u  . 


1.  Central   Ar/tarrsas   S*Hncs    arc"  f- • 
Loan    Association    ("Central".;, 

Con --ay,    Arkansas    -   F2L32    NC.    7572 

2.  Ci^sicr.vealth    Savings    and    Loan 
Association     (  "  Coc-.cnwealth"  }  /         :   " 
Cscesii/    Arkansas    -    FHL33    SC.    73Cr 

2.  Madison    Guaranty    Savings    and    Loan 

Association     ('Madiacr.")  , 
Augusta,     Arkansas    -   FHL33    NC.    7 SCI 

L-.cics8d    are    copies    cf    cur    initial    letter    to. each 
association    regarding    its    insolvency    and    advising    eac.n    the: 
Arkansas    lav    requires    the   Saving-s    and   Loan    Supervisor    to 
file    a    petition    tor    the    appointment    of    a    receiver    or 
conservator    it    oroof    is    not    filed    that    solvency    has    been 
restored    in    a    reasonable    accent    of    tine.     :?leaaa    note    that 
the    letter    to    Central    is    dated   Novemeer    12/     i9eS    and    the 
letter    tc   Ccsuncnvrealuh    is   cated    Nov-cier    25,    1936. 


To    date,     ue    have    not    fiieC    petitions    to    appoint 
receivers    tor    cr.ase    associations    oecaure    ue    nave    received    nc 
assurance    that    zr.s    FSLIC    vili    accept    the    e?soia:sen:    ao 
receiver    anc    tec a use    the    Federal    Horse    Loan    3a  nk   3oard    of 
Dallas    ("FHL==-)    has    repeatadiy    precised    to    find    a    purchase: 
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Mr.     ST.  aware    Sso: 
;«CSJiser    10;     1537 


c:    werc-sr    par:r.»r    isr    ;~s    asocciiti".: .      \'.3<-*-'-r,    z-r.ca 
ia    a;?ar;r.;    nc-    z-*z    :.".ese    asscciaaicr.z    cs-.-.s:    :a    raszc: 
ro    solvency    viZ^cuc    si;:::i.-.cs    si    :.~.e    -"311"    ?:.:    s:..~.C2    i: 
appears    uniiJcaly    ;.ii;    ;-«    ~i!33    -ill    szzzzsd    ir.    iindi.-.g 
purchaser    or    server    :srt.-.er,    «a    r.us:    rec-^ac    ;.u.a;    :.".i:e 
:h:;t    e23ccii:i:r.s   be    "ar.if  errad    i==scii:sl-y    -  =    t.-.e    TZ'. 
Iz    firr.    ca:is    far    C^eae    ::i.Taftr3    t:s    -  =  :    ::r:-c:si.i<j.    v 
vi.ll    5e    farced    ~o    Til*    a    petition    in    Slits    Ccurz    siniia: 
cr.e    cr.a    e.";l::ei    ;=    :;*;;    r,.-.=    appcirr.-ar.;    z!    a    receiver 
•id;    cf    :he    ijiecii::::,s.       3.s.cuid    '-a    !*.£•/*    ;r    prsrsec    Lr. 
r. s. .-..-. e r ,     plaisa    advise    cf    I'a    sricsiur:    a.-.s    cir.e    fracs    ;: 
i>.s    Appoinrad    recaiver    car.    expect,  rscarri.-.r    *.-.e    rscaipf 
T.~e    funds    Irs.Tj    rhe    TS.LZ2    zz.  srdoriy    and    zir.sly    liquid*;; 
esc.l    esaociaris.-.. 


Yaur  prcspf  aci; 
racue3r.ec. 


;.-.;a  :j:::::  :j::i:  -Z 


Vary   truly   ycurs/ 
=£vzAir  =«£5rrr 

S£Vi."S    i    -34."    3 


33/j* 

i:icls3urs3 


Car-ified    N=.     ?-5£3    5S7 
Ril'--?.N    3.ICX2'T    j\2""UiS-3r 


.tr .    M.C.    5ia.sav«"ar 
Suparvissry   Acer.:. 

TeCaral    Some   loan    Sank    3oir:    of    "alias 
?.C.     Zsx    S19C25 

Dallas/~r.    Kc::.'".,    Tsxia      7;2il 

CertirieC    So.    ?-£C3    SS7    331 


5000327 
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SECURITIES  DEPARTMENT 

HERITAGE  WEST  BUILDING  -  THIRD  FLOOR 

201  EAST  MAflKHAM 

LITTLE  ROCX,  ARKANSAS  7~01 

TELEPHONE  501  —  371-1011 
SapteraOer    23,    1983 


Board   of    Directors 

MADISCN    GUARANTY    SAVINGS    &    LOAN    ASSOCIATION 

1 1 1    Edmonds 

McCrory,  AR   72101 


Gentlemen: 

In  our  certified  letter  dated  November  15,  1987,  we  advised 
ycu  that  based  on  certain  f-nancial  statements  fi"ed  with  this 
Ceoartment,  Madison  Guaranty  Savings  ana  Loan  Association  ("Asso- 
ciation") is  insolvent.   We  further  aavised  you  tnat  the  Savincs 
and  Lean  Suoervisor  would  be  recuired  to  file  a  petition  in  the 
Chancary  Court  of  WcoCruff  County,  Arkansas  for  the  aooointment  of 
a  recaiver  or  conservator  for  the  Association  if  you  did  not  file 
proof  that  solvency  had  been  restored  within  a  certain  period. 

5ae«iT  -ucon  the  following  financial  statements  which  have  been 
filed  with  this  Department,  the  Association  is  still  insolvent  and 
1ta  caoital  has  become  further  impaired: 

Total  Deficit 
Net  worth 

Audited  Financial  Statements  $  10,438,482.00 

Datad  OecemCer  31,  1986 

Audited  Financial  Statements  $  14,110,611.00 

Dated  Cecember  31,  1987 

Federal  Heme  Loan  Bank  ecard  Financial  $  15,044,000.00 

Statements  Oatad  August  31,  1988 

Since  it  is  apparent  that  the  solvency  of  the  Association  can- 
not be  restored,  we  recuest  that  the  Association  take  immediate 
steps  to  convert  the  State  charter  of  the  Association  to  a  Federal 
charter.   Application  for  conversion  to  a  Federal  association 
should  be  made  within  sixty  (60)  days  frcm  the  date  of  this  letter. 
If  such  application  has  not  been  made  within  that  time,  the  Deoart- 
ment  will  be  forced  to  file  a  petition  1n  the  Chancery  Court  of 
Woodruff  County,  Arkansas  seeking  the  appointment  of  a  receiver  for 
the  Association. 
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Board  of  Directors 

MAOISON  GUARANTY  SAVINGS  &  \-CAH    ASSOCIATION 

September  23,  1968 

Page  Two 

By  cooy  of  this  letter  wa  are  advising  Mr.  George  Barclay, 
Principal  Supervisory  Agent  of  the  Federal  Heme  Loan  Bank  Beard  of 
Dallas  and  Mr.  Stawart  Root,  Director  of  the  Federal  Savings  ana 
Loan  Insurance  Corporation,  of  our  planned  action. 


Cordial ly , 


r 

BEVERLY    BASSETT 

Savings   a   Loan  Association   Supervisor 


B8/lh 


CERTIFIED  HAIL  -  RETURN  RECEIPT  RECUESTED 
CERTIFIED  *P-243  815  4.73 

cc:   Mr.  George  Barclay 

Principal  Supervisory  Agent 
FEDERAL  HCME  LOAN  BANK  BOARD  CF  CALLAS 
SOO  East  Jchn  Carpenter  Freeway 
Dallas/Fort  Worth,  TX   7  5251 

CERTIFIED  MAIL  -  RETURN  RECEIPT  REQUESTED 
CERTIFIED  *P-243  815  470 

Mr.  Stewart  Rcot,  Director 

FEDERAL  SAVINGS  AND  LOAN  INSURANCE  CORPORATION 

1700  G.  Street,  N.W. 

Washington,  D.C.   20552 

CERTIFIED  MAIL  -  RETURN  RECEIPT  RECUESTED 
CERTIFIED  *?-243  815  471 

Mr.  Tommy  Trantham,  President  * 

MADISON  GUARANTY  SAVINGS  ANO  LOAN  ASSCCIATICN 

18th  and  Main  Street 

Little  Reck,  AR   72201 

CERTIFIED  MAIL  -  RETURN  RECEIPT  RECUESTED 
CERTIFIED  *F-243  815  474 
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"MR.  FAULK:   That's  correct." 
"MR.  CAMP:   And  what  about  Beverly  Bassett 
Schaffer's  role? 

"MR.  FAULK:   She  acted  responsibly  at  all  times, 
and  I  don-'  t  see  how  anyone  could  say  that  knew  the 
history  of  this  case,  or  would  look  into  the  history  of 
this  case,  could  say  that  she  acted  irresponsibly  or 
delayed  or  drug  her  feet  in  any  manner  whatsoever." 
Now  let  me  turn,  Ms.  Schaffer  to  the  question  of  the 
appropriateness  of  the  raising  of  capital  through  the  sale 
of  preferred  stock  that  was  a  year -and- a -half  or  so  before 
this  Federal  Home  Loan  Bank  Board  meeting  that  we  have 
described  here  today  together  with  your  memo  to  Mr.  Bratton. 

So  a  year -and- a -half  before  you  were  advised  that  the 
Rose  Law  Firm  has  been  retained  by  Madison  Guaranty  Savings 
&  Loan  to  look  into  the  possibility  of  raising  capital 
through  the  issuance  of  preferred  stock. 

Now  is  it  correct  that  this  is  a  matter- -that  is,  the 
raising  of  capital  through  the  issuance  of  preferred 
stock- -that  was  widely  considered  throughout  the  United 
States  at  this  time? 

Ms.  Schaffer.   The  preferred  stock,  I  guess  the 
instrument,  the  preferred  stock  instrument  that  was  being 
considered,  the  kind  of  instrument  that  was  being  considered 
by  Madison,  was  being  considered  and  recommended  really 
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everywhere  by  federal  regulators  particularly  for  small 
savings  and  loans,  closely  held  entities  without  a  market, 
no  public  market  for  common  stock,  was  as  an  alternative  or 
as  a  way  to  raise  capital- -obviously  debt,  you  know,  would 
not  be  counted  as  part  of  their  regulatory  net  work- -for  a 
small  institution  with  no  other  way  of- -no  public  market, 
you  know,  for  common  stock  of  any  kind,  preferred  stock  was 
probably  the  only  realistic  instrument  available  to  raise 
equity  to  infuse  capital  in  a  savings  and  loan  during  this 
time,  and  that  Is  why  the  Federal  Home  Loan  Bank  was  pushing 
it. 

Mr.  3en-Veniste.  All  right.  And  let  me  ask  you  this: 
When  you  say  the  Federal  Home  Loan  Bank  was  pushing  it,  in 
other  words  this  was  something  that  the  federal  regulators 
saw  as  a  salutary  way,  a  good  way  for  the  banks  in  trouble 
to  raise  their  capitalization? 

Ms.  Schaffer.   One  of  the  few  ways. 

Mr.  Ben-Veniste.   Now  let  me  refer  you  to  a  November 
1985  article  that  appeared  in  The  American  Banker,  and  refer 
to  it  very  briefly.   This  is  obviously  a  LEXIS -NEXUS 
printout  from  that  publication,  and  I  refer  to  the  paragraph 
on  rhe  first  page  of  the  article- -it  is  a  long  article,  and 
I  am  not  going  to  go  into  all  the  details- -but  it  says  here: 
"The  capitalization  of  the  thrift  industry 

gradually  declined  during  the  1970s  and  early  1980s. 


Ace-Federal  Reporters,  Inc. 


Nationwide  Coverage 
800-336-6646 


402 

56 

Only  in  the  past  year  has  che  slide  in  the  industry 
average  capital-to-asset  ratio  been  halted,  and  the 
capital  basis  of  many  thrifts  still  remain  too  thin." 

That  was  a  problem  of  Madison  Guaranty  Savings  &  Loan; 

correct?     .   .         — 

Ms.  Schaffer.   Yes.   Without  sufficient  capital,  with 

the  losses  in  the  real  estate,  there  was  no  capital  to  write 

those  losses  off  against.   As  their  net  worth  eroded,  the 

more  capital  they  needed  to  book  any  losses  against  down  the 

road. 

Mr.  Ben-Veniste.   And  then  they  would  be  in  a  net  loss 

position  and  insolvent?   If  they  were  too  thin,  the  danger 

was  they  would  go  under  the  line? 
Ms.  Schaffer.   Right. 
Mr.  Ben-Veniste.   Now  skipping  a  paragraph: 

"In  response  to  the  concerns  over  their  soundness, 
thrifts,  like  banks,  have  employed  a  variety  of  methods 
to  improver  capitalization,  including  increases  in  their 
retained  earnings,  issuing  new  common  and  preferred 
stock,  and  instituting  new  forms  of  long-term  debt." 

Correct? 

Ms.  Schaffer.   Correct. 

Mr.  Ben-Veniste.   And  this  was  very  commonly  known 

throughout  the  country,  and  something  which  the  federal 

regulators  were  encouraging  savings  and  loans  to  do,  as  well 
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as  banks,  in  order  to  improve  cheir  position? 

Ms.  Schaffer.  That's  my  belief. 

Mr.  Ben-Veniste.   Okay.   Now  in  fact,  the  work  that  the 
Rose  Law  Firm  was  doing  and  handled  by  Mr.  Massey,  Mr.  Brady 
and  Mr.  Handley,  did  you  have  contact  with  Mr.  Massey? 

Mr.  Handley.   I  did. 

Mr.  Brady.   I  did  not. 

Mr.  Ben-Veniste.  Mr.  Handley,  you  had  contact  with  Mr. 
Massey  and  what  was  the  issue  over  which  you  had  contact? 

Mr.  Handley.  Well,  initially  it  was  the  preferred  stock 
issue;  and  later  they  filed  a  broker-dealer  application. 

Mr.  Ben-Veniste.   In  connection  with  the  preferred  stock 
issue,  while  you  all  agreed  that  under  Arkansas  law  it  would 
be  permissible  for  Madison  Guaranty  Savings  &  Loan  to 
increase  its  capitalization  through  the  issuance  of 
preferred  stock,  there  was  a  hitch,  wasn't  there? 

Mr.  Handley.   Yes.   They  had  to  file  a  specific 
application  to  do  so.  Right. 

Mr.  Ben-Veniste.  And  what  was  that,  Ms.  Schaffer? 

Ms.  Schaffer.  The  specific  application? 

Mr.  Ben-Veniste.  The  "hitch"  that  was --the  condition 
that  was  attached  to  their  ability  to  do  it. 

Ms.  Schaffer.  Well,  the  initial  approval,  so-called 
"approval"  of  the  novel  stock  plan  was  really  just  an 
opinion  that  state  law  didn' t  prohibit  issuance  of  preferred 
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1ST  DOCUMENT  of  Level  1  printed  in  FULL  format. 

FEDERAL  HOME  LOAN  BANK  BOARD 
AGENCY:  Federal  Home  Loan  Bank  Board. 

12  CFR  Parts  561  and  563 
Amendments  Relating  to  the  Issuance  and  Use  of  Subordinated 
Debt  Securities 

50  FR  20550 

May  17,  1985 

ACTION:  Final  rule. 

SUMMARY:  The  Federal  Home  Loan  Bank  Board  ("Board")  as  the  operating  head  of  the 

Federal  Savings  and  Loan  Insurance  Corporation  ("FSLIC"  or  "Corporation"),  is 

amending  its  regulations  pertaining  to  the  issuance  and  use  of  subordinated  debt 

securities  as  regulatory  net  worth  by  institutions  the  accounts  of  which  are 

insured  by  the  FSLIC  ("insured  institutions").  The  changes  are  intended  to 

eliminate  the  use  of  techniques  that  tend  to  overstate  the  capital  adequacy  of 

insured  institutions  and  therefore  increase  FSLIC  risk.  Four  principal  changes 

have  been  made.  First,  the  amendment  provides  that  for  subordinated  debt  issued 

after  December  5,  1984,  the  amount  includable  as  net  worth  must  be  amortized 

pursuant  to  a  schedule  which  permits  100  percent  to  be  included  when  the  years 

to  maturity  are  greater  than  or  equal  to  seven,  and  decreases  by  approximately 

one-seventh  each  year  thereafter.  Second,  the  amendment  prohibits  an  insured 

institution  from  selling  subordinated  debt  securities  to  other  insured 

institutions  or  their  corporate  affiliates  and  including  the  subordinate  debt  as 

part  of  its  regulatory  net  worth.  The  amendment  does  not,  however,  prohibit 

sales  of  subordinated  debt  to  the  issuer's  corporate  affiliates  or  sales  to 

diversified  savings  and  loan  holding  companies  and  their  non-insured-institution 

subsidiaries.  Third,  the  amendment  requires  that  the  subordinated  debt 

certificate  and  any  related  document  include  specified  language  regarding  the 

rights  of  the  FSLIC  in  determining  the  treatment  of  subordinated  debt 

liabilities  of  an  insured  institution  which  is  in  receivership.  Fourth,  the 

amendment  delegates  to  the  Principal  Supervisory  Agents  the  authority  to  approve 

most  subordinated  debt  applications.  Subordinated  debt  applications  involving 

novel  policy  issues  or  offerings  circulars  for  subordinated  debt  to  be  sold  in  a 

public  offerings  will  continue  to  be  received  at  the  Board.  Finally,  a  number  of 

technical  and  clarifying  changes  have  been  made. 

When  this  amendment  was  proposed  on  November  30,  1984,  the  Board  notified  the 
public  that  it  was  proposing  to  use  as  an  effective  date  the  publication  date  of 
the  proposal.  Accordingly,  the  effective  date  of  this  amendment  is  December  5. 
1984. 
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FFECTIVE  DATE:  December  5,  1984. 

OR  FURTHER  INFORiMATION  CONTACT:  James  H.  Underwood,  Attorney.  Office  of 
'ounsel,  (202)  377-6649,  or  Francis  M.  Passarelli,  Deputy  Director,  Office  of 
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•xaminations  and  Supervision,  (202)  377-6493,  or  Joseph  A.  McKenzie,  Economist 
)ffice  of  Policy  and  Economic  Research,  (202)  377-6763,  Federal  Home  Loan  Bank 
ioard,  1700  G  Street,  NW.,  Washington,  D.C.  20552. 

SUPPLEMENTARY  INFORMATION:  By  Resolution  No.  84-680,  dated  November  30,  1984 
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-R  47499)  the  Board  proposed  revisions  to  its  regulations  concerning  the 
ssuance  aiid  inclusion  of  subordinated  debt  as  regulatory  net  worth  ("the 
jroposal")  As  part  of  the  proposal,  the  Board  proposed  revisions  to  the 
jubordinated  debt  and  regulatory  net-worth  regulations,  to:  (1)  Provide  that  the 
imount  of  subordinated  debt  includable  as  net  worth  would  be  amortized  by 
approximately  one-seventh  each  year  beginning  when  the  term  to  maturity  of  the 
subordinated  debt  is  less  than  seven  years;  (2)  prohibit  the  sale  of 
subordinated  debt  to  insured  institutions  or  their  corporate  affiliates 
(excluding  corporate  affiliates  of  the  issuer)  if  such  subordinated  debt  is  to 
be  included  in  the  issuer's  regulatory  net  worth;  (3)  clarify  the  rights  of  the 
FSLIC  in  determining  the  treatment  of  subordinated  debt  liabilities  of  an 
insured  institution  which  is  in  receivership;  and  (4)  delegate  to  the  Principal 
Supervisory  Agents  the  authority  to  approve  most  subordinated  debt  applications. 
In  addition,  the  Board  proposed  a  number  of  technical  and  clarifying  changes  to 
12  CFR  563.8  and  563.8-1,  the  Board's  regulations  pertaining  to  general 
borrowings  and  subordinated  debt  offerings. 

As  indicated  in  the  proposal,  the  Board  does  not  believe  that  subordinated 
debt  should  be  treated  as  the  equivalent  of  retained  earnings  and  capital  stock 
for  purposes  of  complying  with  the  Board's  net-worth  requirement.  Although  the 
Board  recognizes  that  subordinated  debt  affords  protection  to  the  FSLIC  in  the 
event  of  insolvency  of  an  insured  institution,  the  proposal  reflects  the  Board  s 
belief  that  the  use  of  an  amortization  schedule  which  reduces  the  amount  of 
subordinated  debt  includable  as  net  worth  as  the  subordinated  debt  approaches 
maturity  appropriately  recognizes  that  subordinated  debt  is  a  non-permanent 
liability  which  must  be  repaid  upon  maturity. 


406 

Similiarly,  the  proposed  revision  to  the  subordinated  debt  regulation  to 
prohibit  subordinated  debt  that  has  been  issued  to  other  insured  institutions  or 
their  corporate  affiliates  from  being  included  as  regulatory  net  worth  was 
intended  to  recognize  the  economic  reality  that  no  risk  has  been  transferred 
outside  the  group  of  institutions  with  FSLIC-insured  accounts  when  the  purchaser 
of  the  subordinated  debt  security  is  another  insured  institution  or  a  corporate 
affiliate  thereof.  Finally,  the  third  major  change  set  forth  in  the  proposal, 
which  would  clarify  the  rights  of  the  FSLIC  to  determine  the  treatment  of 
subordinated  debt  liabilities  in  receivership  cases,  was  intended  to  ensure  that 
subordinated  debt  which  is  included  as  part  of  an  insured  institution's 
regulatory  capital  will  help  to  reduce  the  FSLIC's  costs  in  receivership  cases 
and  that  the  investing  public  will  be  aware  of  the  treatment  afforded  such 
securities  in  the  event  of  receivership. 

Summary  and  Discussion  of  Comments  Received  on  the  Proposal 

The  Board  received  fifteen  public  comments  in  response  to  its  proposal.  Ten 
of  the  comments  were  received  from  savings  and  loan  associations  and  Federal 
savings  banks.  Of  the  remainder,  two  were  from  law  firms,  and  three  from  trade 
associations.  Four  commenters  generally  endorsed  the  proposal.  Of  those 
commenters  who  were  opposed  to  all  or  part  of  the  proposal,  one  was  generally 
opposed  to  the  proposal,  eight  were  in  general  agreement  with  the  proposal  but 
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objected  to  certain  of  its  provisions,  and  two  expressed  no  opinion  on  the 
proposal  as  a  whole  but  objected  to  particular  provisions. 

Three  commenters  objected  to  the  proposed  requirement  of  a  phased  reduction 
in  the  amount  of  an  subordinated  debt  issue  qualifying  as  net  worth,  because  no 
exemption  was  provided  for  subordinated  debt  issued  with  a  sinking  fund  or 
serial  maturity  feature.  These  commenters  argued  that  adoption  of  such  a  rule 
would  result  in  duplicative  reductions  to  net  worth  because  of  the  net-worth 
amortization  schedule  and  the  fact  that  the  scheduled  prepayments  or  redemptions 
would  reduce  the  amount  of  subordinated  debt  outstanding  to  which  the 
amortization  schedule  would  apply.  Because  of  these  features,  it  was  argued  that 
the  proposed  regulation  would  create  disincentives  to  issuing  subordinated  debt 
with  a  sinking  fund  or  a  serial  maturity  feature. 

As  the  commenters  correctly  pointed  out,  one  of  the  issues  addressed  by  the 
proposal  was  the  Board's  concern  that  the  current  regulation,  which  permits  100 
percent  of  a  subordinated  debt  issue  to  be  included  as  net  worth  until  the 
remaining  period  to  maturity  is  less  than  one  year,  does  not  take  into  account 
the  fact  that  the  decree  of  protection  provided  to  the  FSLIC  by  subordinated 
debt  diminishes  as  the  subordinated  debt  issue  approaches  maturity.  Because  the 
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amount  of  a  subordinated  issue  outstanding,  and  the  amount  includable  as  net 
worth,  would  be  reduced  over  time  for  those  subordinated  debt  issues  with  a 
sinking  fund  or  a  serial  maturity  feature,  the  commenters  suggested  that  there 
was  no  need  for  those  types  of  subordinated  debt  issues  to  be  subject  to  the 
amortization  schedule. 

What  was  ignored  by  the  commenters,  however,  was  the  second  issue  addressed 
by  the  Board  in  its  proposal,  concerning  the  significant  leveraging  potential  of 
a  subordinated  debt  issue  as  it  approaches  maturity.  The  Board  believes  that 
this  leveraging  potential  should  be  reduced  by  a  phased  reduction  in  the 
proportion  of  the  then-outstanding  subordinated  debt  issue  that  can  qualify  for 
regulatory  net  worth.  For  a  subordinated  debt  issue  without  a  sinking  fund  or 
other  required  prepayments,  the  amount  of  money  at  risk,  until  the  debt  matures, 
is  the  original  issue  size. 

On  a  subordinated  debt  issue  with  a  sinking  fund  or  serial  maturity  feature, 
however,  the  amount  of  money  at  risk,  and  the  protection  afforded  the  FSLIC,  is 
gradually  reduced  as  the  sinking  fund  or  serial  payments  are  made.  By  not 
applying  the  phased-reduction  requirement  prepayments,  the  Board  would  be 
permitting,  in  effect,  100  percent  of  a  shrinking  issue  to  count  as  regulatory 
net  worth  while  constantly  reducing  the  qualifying  regulatory-net-worth 
proportion  of  a  larger  and  longer  maturity  non-sinking-fund  issue.  After 
consideration  of  these  factors,  the  Board  does  not  believe  that  it  would  be 
appropriate  to  distinguish  between  subordinated  debt  issues  with  a  sinking  fund 
or  serial  maturity  feature  and  those  without  such  features. 

Several  commenters  suggested  revisions  to  the  seven-year  amortization 
schedule.  For  example,  one  suggested  that  100  percent  of  the  subordinated  debt 
issue  be  included  as  regulatory  net  worth  during  the  first  five  years  that  the 
issue  is  outstanding,  then  be  reduced  on  a  straight-line  basis  for  the  remaining 
term  of  the  issue,  while  another  commenter  suggested  that  the  amortization    . 
schedule  only  take  effect  over  the  last  half  of  the  maturity  schedule.  After 
further  consideration  of  this  issue,  the  Board  believes  that  the  proposed 
seven-year  amortization  schedule  is  appropriate  because  it  provides  for  a  more 
gradual  reduction  of  the  issuer's  regulatory  net  worth,  thus  giving  the  issuer 
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more  time  either  to  replace  the  regulatory  capital  by  the  issuance  of  additional 
capital  stock  and/or  subordinated  debt  or  to  adjust  the  amount  of  its 
liabilities  to  compensate  for  the  reduction  in  its  regulatory  net  worth.  In 
addition,  the  seven-year  amortization  schedule  encourages  the  issuance  of 
longer-term  subordinated  debt,  which  affords  the  FSLIC  a  greater  degree  of 
protection. 

One  commenter  asked  the  Board  to  explicitly  address  the  treatment  of 
subordinated  debt  that  was  either  approved  before  December  5,  1984,  the  proposal 
date,  or  for  which  a  substantially  complete  application  was  on  file  prior  to 
that  date.  Although  the  Board  indicated  in  the  preamble  of  the  proposal  that 
subordinated  debt  which  had  previously  been  approved  or  for  which  a 
substantially  complete  application  was  filed  by  December  5,  1984,  would  be 
permitted  to  be  included  as  regulatory  net  worth  in  accordance  with  the 
regulation  as  then  in  effect,  this  "grandfathering"  provision  has  been 
incorporated  in  the  final  regulation. 

Two  commenters  suggested  that  the  prohibition  on  sales  of  subordinated  debt 
to  other  insured  institutions  or  their  corporate  affiliates  be  modified  to 
permit  such  investments  in  de  minimis  amounts,  e.g.,  one  percent  of  assets.  In 
addition,  one  commenter  suggested  that  there  should  be  no  prohibition  of  sales 
to  insured  institutions  if  the  transaction  is  not  part  of  any  related 
transaction  between  the  insured  institutions  involving  the  purchase  or  sale  of 
other  assets.  As  indicated  in  the  proposal,  the  Board  does  not  believe  that 
subordinated  debt  which  has  been  issued  to  other  insured  institutions  or  their 
corporate  affiliates  should  be  included  as  regulatory  net  worth  since  no  risk 
has  been  transferred  to  a  third  party  outside  of  the  group  of  FSLIC  members.  The 
Board  notes,  however,  that  the  final  rule  allows  for  a  waiver  of  the  restriction 
on  the  sale  of  subordinated  debt  to  other  insured  institutions  where  unusual 
circumstances  would  justify  such  a  waiver. 

Two  commenters  also  objected  to  a  restriction  on  sales  of  subordinated  debt 
to  other  insured  institutions  because  the  effect  would  be  to  prohibit  the  use  of 
a  subordinated  debt  security  as  collateral  for  a  loan  from  any  insured 
institution.  For  the  reasons  discussed  above,  the  Board  does  not  believe  that 
subordinated  debt  which  is  held  by  other  insured  institutions  should  be 
permitted  to  be  included  as  part  of  the  issuer's  regulatory  net  worth,  and  it 
sees  no  reason  to  make  an  exception  to  permit  the  use  of  subordinated  debt  as 
collateral  for  a  loan  from  an  insured  institution.  In  such  a  case,  default  by 
the  borrower  would  result  in  the  insured  lender  holding  subordinated  debt  issued 
by  another  insured  institution,  to  the  ultimate  detriment  of  the  FSLIC. 

In  connection  with  the  proposal,  the  Board  specifically  requested  comments  on 
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two  issues:  (1)  With  regard  to  the  treatment  of  subordinated  debt  as  regulatory 
net  worth,  whether  subordinated  debt  that  is  convertible  into  common  stock 
should  be  treated  differently  from  non-convertible  subordinated  debt,  and  (2)  in 
connection  with  the  proposed  prohibition  of  the  sale  of  subordinated  debt  to 
other  insured  institutions  or  their  corporate  affiliates,  whether  any 
distinction  should  be  made  between  sales  of  subordinated  debt  to  diversified  and 
non-diversified  savings  and  loan  holding  companies.  With  respect  to  the  first 
issue,  the  Board  received  only  one  comment.  The  commenter  suggested  that 
convertible  subordinated  debt  not  be  subject  to  the  seven-year  amortization 
schedule  but  failed  to  provide  any  reasoned  basis  for  the  distinction.  Upon 
further  consideration  of  this  issue,  the  Board  has  determined  that  there  is  no 
need  to  make  any  distinction  in  the  regulation  between  convertible  and 
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non-convertible  subordinated  debt.  Upon  proper  application,  however,  the  Board 
would  be  disposed  to  permit  subordinated  debt  which  automatically  converts  to 
permanent  capital  stock  to  be  100-percent  includable  as  regulatory  net  worth  and 
not  subject  to  any  net-worth  amortization  schedule. 

The  Board  received  no  comments  on  the  second  issue.  The  Board  recognizes  that 
the  purchase  of  subordinated  debt  by  a  diversified  savings  and  loan  holding 
company  (or  one  of  its  non-insured-institution  subsidiaries)  involves  the  risk 
that  the  issuing  insured  institution  may  fail  and  negatively  affect  the 
financial  strength  of  the  holding  company.  The  Board  believes,  however,  that 
diversified  savings  and  loan  holding  companies,  unlike  non-diversified  holding 
companies,  will  usually  have  sufficient  financial  strength  to  absorb  potential 
losses  resulting  from  the  failure  of  the  issuing  insured  institution  and  still 
ensure  the  capital  adequacy  of  their  own  insured  subsidiaries.  The  final  rule, 
therefore,  permits  insured  institutions  to  issue  subordinated  debt  to 
diversified  savings  and  loan  holding  companies  and  their  non-insured-institution 
subsidiaries  and  to  include  the  subordinated  debt  as  part  of  their  regulatory 
net  worth. 

One  commenter  also  requested  that  the  Board  address  the  issue  of  whether  an 
insured  institution  may  sell  subordinated  debt  to  its  service  corporation  or 
finance  subsidiary  and  include  the  subordinated  debt  as  part  of  its  regulatory 
net  worth.  Although  the  final  rule  does  not  prohibit  an  insured  institution  from 
selling  subordinated  debt  to  its  service  corporation  or  finance  subsidiary,  the 
Board  would  not  generally  approve  the  inclusion  of  the  subordinated  debt  as 
regulatory  net  worth  since  the  transaction  does  not  result  in  any  risk  being 
transferred  outside  of  the  FSLIC  insurance  system,  or,  in  this  case,  outside  the 
insured  institution  itself.  If  the  service  corporation  or  finance  subsidiary 
were  merely  being  used  as  a  conduit  for  the  transfer  of  funds  from  an 
independent  third  party,  however,  the  Board,  under  circumstances  where  no  assets 
of  the  parent  savings  and  loan  association  were  being  transferred  to  the  finance 
subsidiary  or  service  corporation  and  which  resulted  in  a  transfer  of  risk  to 
parties  other  than  FSLIC  members,  may  be  willing  to  approve  the  use  of  the 
subordinated  debt  as  regulatory  net  worth. 

The  Board  is  aware  that  during  the  past  year  many  institutions  have  issued 
subordinated  debt  to  "limited  purpose"  finance  subsidiaries  which  obtained  the 
funds  to  purchase  the  subordinated  debt  by  issuing  preferred  stock  to 
independent  third  parties.  These  transactions  were  typically  structured  so  that, 
prior  to  the  issuance  of  the  preferred  stock,  the  parent  savings  and  loan 
institution  would  transfer  to  a  second-tier  finance  subsidiary  interest-earning 
assets  with  a  market  value  in  excess  of  the  redemption  price  of  the  to-be-issued 
preferred  stock.  The  finance  subsidiary  would  then  issue  preferred  stock  to  the 
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public  and  use  all  or  part  of  the  net  proceeds  to  purchase  subordinated  debt  of 
the  parent  savings  and  loan  institution.  In  addition,  once  the  preferred  stock 
was  issued,  the  finance  subsidiary  would  be  obligated  to  maintain  assets  having 
a  market  value  equal  to  or  in  excess  of  the  amount  necessary  to  pay  the 
redemption  price  of  the  preferred  stock. 

After  careful  consideration  of  the  issues  involved  in  these  transactions,  the 
Board  has  concluded  that  the  parent  savings  and  loan  association  should  not  be 
permitted  to  include  as  part  of  its  regulatory  net  worth  the  subordinated  debt 
issued  to  its  finance  subsidiary.  The  basis  for  the  Board's  conclusion  is  that 
the  transaction,  when  viewed  as  a  whole,  does  not  result  in  any  transfer  of  risk 
from  the  FSLIC  to  an  independent  third  party  since  the  holders  of  the 
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preferred  stock  will  have  priority  in  liquidation  over  the  FSLIC  with  regard  to 
the  assets  of  the  finance  subsidiary  in  the  event  that  the  parent  savings  and 
loan  association  becomes  insolvent  and  is  placed  in  receivership. 

Because  there  may  be  other  transactions  involving  the  issuance  of 
subordinated  debt  to  a  service  corporation  or  finance  subsidiary  which  the  Board 
may  be  willing  to  approve,  the  Board  does  not  believe  that  it  would  be 
appropriate  to  include  as  part  of  the  final  rule  a  flat  prohibition  on  these 
types  of  transactions.  Instead,  the  Board  intends  to  retain  the  flexibility  to 
review  applications  involving  the  issuance  of  subordinated  debt  to  a  service 
corporation  or  a  finance  subsidiary  on  a  case-by-case  basis.  To  address  the 
Board's  concern,  as  discussed  in  the  preamble  of  the  proposal,  that  issuance  of 
subordinated  debt  should  result  in  a  transfer  of  risk  to  parties  outside  the 
FSLIC  insurance  system,  the  text  of  the  final  rule  is  clarified  to  specifically 
require  that  issuance  of  subordinated  debt  must  result  in  the  transfer  of  risk 
outside  the  FSLIC  insurance  system  in  order  for  the  subordinated  debt  to  qualify 
as  net  worth. 
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The  Final  Rule 

The  Board  notes  that  the  final  rule  being  adopted  today  is  substantially 
similar  to  the  proposal.  Section  561.13  has  been  modified  to  make  clear  that 
subordinated  debt  approved  pursuant  to  @  563.8-1  prior  to  December  5,  1984,  or 
for  which  a  substantially  complete  application  was  on  file  prior  to  that  date, 
would  be  100-percent  includable  as  regulatory  net  worth  until  the  remaining 
period  to  maturity  is  less  than  one  year.  The  proposed  change  to  @  563.8-1  has 
been  modified  to  clarify  that  the  prohibition  on  sales  of  subordinated  debt  to 
insured  institutions  or  their  corporate  affiliates  does  not  extend  to  corporate 
affiliates  of  the  issuer  or  to  diversified  savings  and  loan  holding  companies 
and  their  non-insured-institution  subsidiaries. 

As  discussed  previously,  the  effective  date  of  this  rule  is  December  5,  1984, 
the  date  the  proposed  rule  was  published  in  the  Federal  Register  (49  FR  47499). 
The  Board  is  aware  that  several  applications  have  been  filed  and  approved  since 
the  date  of  the  publication  which  conformed  with  the  proposed  rule.  Although  the 
final  rule  is  substantially  similar  to  the  proposed  rule,  questions  have  arisen 
as  to  whether  the  changes  being  made  by  today's  action  will  have  any  effect  on 
those  applications  which  were  approved  during  the  interim  period.  The  Board 
wishes  to  take  this  opportunity  to  confirm  that  applications  which  were  in 
conformity  with  the  proposed  rule  and  were  approved  during  the  period  since 
December  5,  1984,  will  not  be  affected  by  the  final  rule.  Similarly, 
institutions  which  have  issued  subordinated  debt  during  the  interim  period  which 
was  in  conformity  with  the  proposed  rule  but  have  not  yet  filed  an  application 
pursuant  to  @  563.8-1  will  not  be  required  to  amend  their  certificate  forms  or 
related  indentures  or  purchase  agreements  in  order  to  obtain  approval  of  the 
subordinated  debt  application. 


Final  Regulatory  Flexibility  Analysis 

Pursuant  to  section  3  of  the  Regulatory  Flexibility  Act,  Pub.  L.  96-354,  94 
Stat.  1164  (1980),  the  Board  is  providing  the  following  regulatory  flexibility 
analysis. 
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1.  Need  for  and  objectives  of  the  rule.  These  elements  are  incorporated  above 
in  the  SUPPLEMENTARY  INFORMATION. 

2.  Issues  raised  by  public  comments  and  agency  assessment  and  response.  These 
elements  are  incorporated  above  in  the  SUPPLEMENTARY  INFORMATION. 

3.  Alternative  to  the  final  rule.  There  are  no  alternatives  to  the 
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elimination  of  techniques  that  overstate  the  capital  adequacy  of  small 

institutions  and  cause  greater  risks  to  the  FSLIC  that  would  be  less  burdensome 

in  addressing  the  concerns  expressed  in  the  SUPPLEMENTARY  INFORMATION  set  forth 

above. 


Lists  of  Subjects  in  12  CFR  Parts  561  and  563 

Insurance  of  accounts,  Savings  and  loan  associations. 

Accordingly,  the  Board  hereby  amends  Parts  561  and  563,  Subchapter  D,  Chapter 
V  of  Title  12,  Code  of  Federal  Regulations,  as  set  forth  below. 

SUBCHAPTER  D  --  FEDERAL  SAVINGS  AND  LOAN  INSURANCE  CORPORATION 

1.  The  authority  for  12  CFR  Parts  561  and  563  will  continue  to  be:  Sec.  17, 
47  Stat.  736,  as  amended  (12  U.S.C.  1437);  Sees.  2  and  5,  48  Stat.  128  and  132, 
as  amended  (12  U.S.C.  1462  and  1464);  Sec.  409,  94  Stat.  160,  Sec.  5A,  47  Stat. 
727  as  amended  by  sec.  1,  64  Stat.  256,  as  amended,  sec.  17,  47  Stat.  736,  as 
amended  (12  U.S.C.  1464);  sees.  401,  402,  403,  405,  406,  407,  48  Stat.  1255, 
1256,  1257,  1259,  1260,  as  amended  (12  U.S.C.  1724,  1725,  1726,  1729,  1730), 
Reorg.  Plan  No.  3  of  1947,  12  FR  4981,  3  CFR,  1943-1948  Comp.,  p.  1071;  sec.  4, 
80  Stat  824,  as  amended  (12  U.S.C.  1425a). 

PART  561  --  DEFINITIONS 

2.  Amend  @  561.13  by  revising  paragraph  (a);  redesignating  paragraph  (c)  as 
new  paragraph  (d)  and  revising  the  text  thereof;  and  adding  new  paragraph  (c); 
as  follows: 

@  561.13  Regulatory  net  worth. 

(a)  The  term  "regulatory  net  worth"  means  the  sum  of  all  reserve  accounts 
(except  specific  or  valuation  reserves),  retained  earnings,  common  stock, 
preferred  stock,  mutual  capital  certificates  (issued  pursuant  to  @  563.7-4  of 
this  subchapter),  securities  which  constitute  permanent  equity  capital  in 
accordance  with  generally  accepted  accounting  principles  (if  approved  by  the 
Corporation),  appraised  equity  capital  (as  defined  in  @  563.13(c)  of  this 
subchapter),  and  any  other  nonwithdrawable  accounts  of  an  insured  institution: 
Provided,  that  for  any  non-permanent  instrument  qualifying  as  regulatory  net 
worth  under  this  section,  either  (1)  the  remaining  period  to  maturity  or 
required  redemption  (or  time  of  any  required  sinking  fund  or  other  prepayment  or 
reserve  allocation,  with  respect  to  the  amount  of  such  prepayment  or  reserve)  is 
not  less  than  one  year,  or  (2)  the  redemption  or  prepayment  is  only  at  the 
option  of  the  issuer  and  such  payments  would  not  cause  the  institution  to  fail 
to  meet  its  net-worth  requirement  under  @  563.13  of  this  subchapter;  and 
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Provided  further,  that  capital  stock  may  be  included  as  net  worth  without 
limitation  if  it  would  otherwise  qualify  but  for  either  (i)  a  provision 
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permitting  redemption  in  the  event  of  a  merger,  consolidation,  or  reorganization 
approved  by  the  Corporation  where  the  issuing  institution  is  not  the  survivor, 
or  (ii)  a  provision  permitting  a  redemption  where  the  funds  for  redemption  are 
raised  by  the  issuance  of  permanent  stock. 


***** 

(c)(1)  The  term  "regulatory  net  worth"  also  includes  subordinated  debt 
securities  issued  pursuant  to  @  563.8-1  of  this  subchapter:  Provided,  that  an 
institution  whose  application  to  include  subordinated  debt  in  net  worth  pursuant 
to  @  563.8-1  was  approved  prior  to  December  5,  1984,  shall  be  permitted  to 
continue  to  include  100  percent  of  the  principal  amount  of  such  subordinated 
debt  as  regulatory  net  worth  until  the  remaining  period  to  maturity  (or  time  of 
any  required  sinking  fund  or  other  prepayment  or  reserve  allocation,  with 
respect  to  the  amount  of  such  prepayment  or  reserve)  is  less  than  one  year; 
Provided  further,  that  an  institution  that  had  filed  a  substantially  complete 
application  pursuant  to  @  563.8-1  prior  to  December  5,  1984,  shall  be  permitted 
to  include  100  percent  of  the  subordinated  debt  issued  pursuant  to  such 
application  as  regulatory  net  worth  until  the  remaining  period  to  maturity  (or 
time  of  any  required  sinking  fund  or  other  prepayment  or  reserve  allocation, 
with  respect  to  the  amount  of  such  prepayment  or  reserve)  is  less  then  one  year 
if  such  subordinated  debt  otherwise  is  in  compliance  with  the  requirements  of  @ 
563.8-1  and  if  such  application  is  not  amended  in  any  material  respect 
subsequent  to  December  5,  1984;  and  Provided  further,  that  except  as  otherwise 
provided  in  this  paragraph  (c)(1)  and  unless  otherwise  approved  by  the 
Corporation  in  writing,  subordinated  debt  securities  issued  pursuant  to  @ 
563.8-1  after  December  5,  1984,  may  be  included  as  regulatory  net  worth  only  in 
accordance  with  the  following  schedule: 

Years  to  maturity  of  outstanding  subordinated  debt  Percent 

included 
in  net 
worth 
Greater  than  or  equal  to  7  100 

Less  than  7  but  greater  than  or  equal  to  6  86 

Less  than  6  but  greater  than  or  equal  to  5  71 

Less  than  5  but  greater  than  or  equal  to  4  57 

Less  than  4  but  greater  than  or  equal  to  3  43 

Less  than  3  but  greater  than  or  equal  to  2  29 

Less  than  2  but  greater  than  or  equal  to  1  14 


415 


Less  than  1 


(2)  For  purposes  of  determining  the  principal  amount  outstanding  of  an 
obligation  issued  at  a  discount  which  exceeds  10  percent  of  the  face  amount,  the 
issuing  institution  shall  treat  as  principal  only  the  gross  consideration 

actually  received  upon  issuance  plus  the  accured  interest  not  payable  until 
maturity,  as  of  the  date  of  the  computation.  In  the  case  of  an  instrument  sold 
at  a  discount  which  exceeds  10  percent  and  which  bears  no  stated  rate  of 
interest,  the  amount  which  can  be  added  to  principal  each  period  is  an  amount 
equal  to  the  accured  interest  payable  computed  on  the  "level-yield"  or 
"interest"  method. 

(3)  For  purposes  of  computing  the  amount  of  subordinated  debt  includable  as 
regulatory  net  worth  pursuant  to  this  paragraph,  the  issuing  institution  must 
determine  the  effective  maturity  of  each  portion  of  the  principal  amount 
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outstanding  of  the  subordinated  debt  which  is  subject  to  required  sinking-fund 
payments,  other  required  prepayments  and  required  reserve  allocations,  and 
calculate  the  percentage  amount  of  each  portion  of  the  principal  amount 
outstanding  which  may  be  included  pursuant  to  the  schedule  set  forth  in  this 
paragraph. 

(d)  Unless  the  context  indicates  otherwise,  the  term  "net  worth"  whenever 
used  in  this  subchapter  shall  mean  "regulatory  net  worth"  as  defined  in  this 
section,  except  that  the  term  as  used  in  @  563.8-4  shall  not  include  items 
permitted  to  be  used  pursuant  to  @  563.13(c). 

PART  563  -  OPERATIONS 

3.  Amend  @  563.8  by  revising  paragraph  (f)(1);  removing  the  word  "or"  at  the 
end  of  paragraph  (f)(2)(i)(b),  substituting  a  semi-colon  for  the  period  at  the 
end  of  paragraph  (f)(2)(i)(c),  and  adding  paragraph  (f)(2)(i)(d);  revising  the 
introductory  text  of  paragraph  (f)(2)(ii);  and  revising  paragraphs  (g)  and  (h) 
as  follows: 
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@  563.8  Borrowing  limitations. 


***** 


(f)  Minimum  denominations  of  securities  evidencing  outside  borrowings. 

(1)  General.  The  minimum  denomination  of  the  security  shall  be  5100,000,  and 
the  purchase  price  upon  original  issue  shall  be  at  least  S90.000. 

(2)  Exceptions, 
(i)  *  *  * 


***** 

(d)  Distributed  exclusively  abroad  to  foreign  nationals,  provided  the 
offering  is  made  subject  to  safeguards  reasonably  designed  to  preclude 
distribution  or  redistribution  of  the  securities  within,  or  to  nationals  of,  the 
United  States.  Such  safeguards  include,  without  limitation,  measures  that  would 
be  sufficient  such  that  registration  of  the  offering  would  not  be  required  if 
the  issuer  were  subject  to  the  Securities  Act  of  1933. 

(ii)  The  minimum  denomination  may  be  $1,000  (without  regard  to  purchase 
price)  if  the  securities  are  not  offered  or  sold  at  any  office  of  the 
institution  or  any  of  its  affiliates,  and 


(g)  Disclosure.  No  insured  institution  shall,  directly  or  indirectly  in 
connection  with  the  offer,  sale,  or  issuance  of  a  security  evidencing  a 
borrowing  pursuant  to  this  section,  make  any  statement  that:  (1)  Is  false  or 
misleading  with  respect  to  any  material  fact;  or  (2)  omits  to  state  any  material 
fact  (i)  necessary  in  order  to  make  the  statements  made,  in  light  of 
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circumstances  under  which  they  were  made,  neither  false  nor  misleading,  or  (ii) 
during  the  period  the  securities  are  being  offered,  necessary  to  correct  any 
earlier  statement  made  in  the  offering  materials  that  has  subsequently  become 
false  or  misleading. 

(h)  Offering  Circular.  (1)  Review.  No  final  offering  circular  shall  be 
furnished  to  purchasers  under  paragraph  (f)(2)(ii)(b)  of  this  section  unless  it 
is  filed  with  the  Corporate  and  Securities  Division  of  the  Board's  Office  of 
General  Counsel,  and  declared  effective  by  the  General  Counsel  or  his  designee, 
prior  to  its  use. 

(2)  Content.  A  final  offering  circular  under  this  section  shall  be  in  a  form 
satisfactory  to  the  Corporation.  At  a  minimum,  it  shall  contain  information  in 
detail  comparable  to  that  required  under  the  Securities  Act  of  1933,  General 
Form  of  Registration  S- 1 ,  or  such  other  form  as  would  be  appropriate  if  the 
issuing  institution  meets  the  eligibility  requirements  prescribed  by  the 
Securities  and  Exchange  Commission  for  use  of  that  form,  and  Item  7  of  Form  PS 
as  prescribed  in  Part  563b  of  this  subchapter. 

(3)  Financial  statements.  A  final  offering  circular  under  this  section  shall 
contain  financial  statements  required  by  the  appropriate  form  under  the 
Securities  Act  of  1933  which  the  insured  institution  would  be  eligible  to  use. 
Such  financial  statements  shall  be  prepared  in  accordance  with  the  requirements 
of  @  563c.  T  of  this  subchapter.  The  issuer  shall  make  available  promptly  upon 
request  to  each  purchaser  of  a  security  issued  subject  to  the  requirements  of 
paragraph  (f)(2)(ii)(b)  (including  purchasers  upon  resale)  while  the  securities 
are  outstanding,  audited  annual  statements  of  condition  and  operation,  and 
comparative  unaudited  quarterly  statements  of  condition  and  operations  for  the 
first  three  quarters. 


***** 

4.  Amend  @  563.8-1  by  substituting  a  semi-colon  for  the  period  at  the  end  of 
paragraph  (b)(2)(iv)  and  adding  new  paragraphs  (b)(2)(v)  and  (b)(3);  revising 
the  introductory  text  of  paragraph  (d);  revising  paragraphs  (d)(l)(i)  and 
(d)(l)(v);  adding  new  paragraph  (d)(l)(vi);  revising  paragraph  (d)(3);  and 
adding  new  paragraph  (i),  as  follows: 
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563.8-1  Issuance  of  subordinated  debt  securities. 


***** 


(b)  Eligibility  requirements.*  *  * 

(2)  *  *  * 

(v)  The  subordinated  debt  securities  have  been  issued,  or  are  proposed  to  be 
issued,  to  an  institution  whose  accounts  are  insured  by  the  Corporation,  or  a 
corporate  affiliate  thereof.  This  requirement,  however,  shall  not  apply  to  any 
corporate  affiliate  of  the  issuer  or  to  any  diversified  savings  and  loan  holding 
company  or  any  non-insured-institution  subsidiary  thereof. 
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(3)  Whether  the  issuance  of  such  securities  by  the  applicant  in  the 
transaction  and  any  related  transactions  will  result  in  a  transfer  of  risk  from 
the  Corporation  to  parties  other  than  insured  institutions. 

***** 

(d)  Requirements  as  to  securities.  Subordinated  debt  securities  issued 
pursuant  to  this  section  shall  meet  all  of  the  following  requirements  unless  one 
or  more  of  such  requirements,  not  including  paragraphs  (l)(i)(a)  and  (l)(ii)  of 
this  section  which  are  not  eligible  for  waiver,  are  waived  by  the  Corporation. 

(1)  Form  of  certificate.*  *  * 

(i)  Bear  on  its  face,  in  bold-face  type,  the  following  legends:  (a)  "This 
security  is  not  a  savings  account  or  deposit  and  it  is  not  insured  by  the 
Federal  Savings  and  Loan  Insurance  Corporation";  and  (b)  "This  security  is  not 
eligible  for  purchase  by  any  institution  whose  accounts  are  insured  by  the 
Federal  Savings  and  Loan  Insurance  Corporation  or  a  corporate  affiliate  thereof, 
except  that  this  security  may  be  purchased  by  a  corporate  affiliate  of  the 
issuer  or  by  any  diversified  savings  and  loan  holding  company  and  any 
non-insured-institution  subsidiary  thereof." 
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(v)  Be  in  a  minimum  denomination  of  at  least  SI 00.000  (provided  that  the 
purchase  price  upon  original  issue  shall  be  at  least  $90,000).  except  that  the 
minimum  original  amount  shall  be  SI, 000  (without  regard  to  purchase  price)  for 
securities  meeting  the  requirements  of  @  563.8(f)(— )('•)  of  this  Part,  and  upon 
partial  prepayment  a  certificate  for  the  amount  then  outstanding  may  be  issued 
in  substitution  therefor;  and 

(vi)  Set  forth,  in  the  certificate  and  the  purchase  agreement  or  indenture, 
precisely  the  following  statement: 

Notwithstanding  anything  to  the  contrary  in  this  certificate  (or  in  any 
related  document):  (a)  If  the  FSLIC  shall  be  appointed  receiver  for  the  issuer 
of  this  certificate  (the  "issuer")  and  in  its  capacity  as  such  shall  cause  the 
issuer  to  merge  with  or  into  another  insured  institution,  or  in  such  capacity 
shall  sell  or  otherwise  convey  part  or  all  of  the  assets  of  the  issuer  to 
another  insured  institution  or  shall  arrange  for  the  assumption  of  less  than  all 
of  the  liabilities  of  the  issuer  by  one  or  more  other  insured  institutions,  the 
FSLIC  shall  have  no  obligation,  either  in  its  capacity  as  receiver  or  in  its 
corporate  capacity,  to  contract  for  or  to  otherwise  arrange  for  the  assumption 
of  the  obligation  represented  by  this  certificate  in  whole  or  in  part  by  any 
insured  institution  or  institutions  which  results  from  any  such  merger  or  which 
has  purchased  or  otherwise  acquired  from  FSLIC  as  receiver  for  the  issuer,  any 
of  the  assets  of  the  issuer,  or  which,  pursuant  to  any  arrangement  with  FSLIC, 
has  assumed  less  than  all  of  the  liabilities  of  the  issuer.  To  the  extent  that 
obligations  represented  by  this  certificate  have  not  been  assumed  in  full  by  an 
insured  institution  with  or  into  which  the  issuer  may  have  been  merged,  as 
described  in  this  subparagraph  (a),  and/or  by  one  or  more  insured  institutions 
which  have  succeeded  to  all  or  a  portion  of  the  assets  of  the  issuer,  or  which 
have  assumed  a  portion  but  not  all  of  the  liabilities  of  the  issuer  as  a 
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result  of  one  or  more  transactions  entered  into  by  FSLIC  as  receiver  for  the 
issuer,  then  the  holder  of  this  certificate  shall  be  entitled  to  payments  on 
this  obligation  in  accordance  with  the  procedures  and  priorities  set  forth  in 
the  Federal  Home  Loan  Bank  Board's  regulations  as  they  may  be  applicable  to  the 
receivership  of  the  issuer  or  as  they  may  be  set  forth  in  orders  of  the  Federal 
Home  Loan  Bank  Board  relating  to  such  receivership,  (b)  In  the  event  that  the 
obligation  represented  by  this  certificate  is  assumed  in  full  by  another  insured 
institution,  which  shall  succeed  by  merger  or  otherwise  to  substantially  all  of 
the  assets  and  the  business  of  the  issuer,  or  which  shall  by  arrangement  with 
FSLIC  assume  all  or  a  portion  of  the  liabilities  of  the  issuer,  and  payment  or 
provision  for  payment  shall  have  been  made  in  respect  of  all  matured 
installments  of  interest  upon  the  certificates  together  with  all  matured 
installments  of  principal  on  such  certificates  which  shall  have  become  due 
otherwise  than  by  acceleration,  then  any  default  caused  by  the  appointment  of  a 
receiver  for  the  issuer  shall  be  deemed  to  have  been  cured,  and  any  declaration 
consequent  upon  such  default  declaring  the  principal  and  interest  on  the 
certificate  to  be  immediately  due  and  payable  shall  be  deemed  to  have  been 
rescinded,  (c)  This  security  is  not  eligible  to  be  purchased  or  held  by  any 
FSLIC-insured  institution  or  corporate  affiliate  thereof  except  that  this 
security  may  be  purchased  or  held  by  a  corporate  affiliate  of  the  issuer  or  by  a 
diversified  savings  and  loan  holding  company  and  its  non-insured  institution 
subsidiaries.  The  issuer  of  this  security  may  not  recognize  on  its  transfer 
books  any  transfer  made  to  a  FSLIC-insured  institution  or  any  corporate 
affiliate  thereof  (except  as  provided  in  the  preceding  sentence)  and  will  not  be 
obligated  to  make  any  payments  of  principal  or  interest  on  this  security  if  the 
owner  of  this  security  is  a  FSLIC-insured  institution  or  any  corporate 
affilitate  thereof  (except  as  provided  in  the  preceding  sentence),  (d)  For  the 
purpose  of  parts  (a)  and  (b)  of  this  paragraph,  the  term  "insured  institution" 
means  a  depository  institution  the  accounts  of  which  are  insured  by  the  FSLIC, 
the  Federal  Deposit  Insurance  Corporation  or  any  federal  or  state  agency  which 
performs  similar  functions. 
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(3)  Limitations  on  sale  to  certain  institutions. 

(i)  No  insured  institution  may  sell  any  subordinated  debt  securities  issued 
pursuant  to  this  section  to  a  Federal  Home  Loan  Bank  or.  except  with  prior 
written  approval  of  the  Corporation  in  a  supervisory  situation,  to  the 
Corporation;  and 

(ii)  Without  the  prior  written  approval  of  the  Corporation,  no  insured 
institution  may  sell,  either  directly  or  indirectly  through  an  underwriter  or 
otherwise,  any  subordinated  debt  securities  issued  pursuant  to  this  section  to 
an  insured  institution  or  any  corporate  affiliate  thereof,  except  that  an 
insured  institution  may  sell  such  securities  to  its  corporate  affiliates  or  to  a 
diversifed  savings  and  loan  holding  company  and  its  non-insured-institution 
subsidiaries. 
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***** 


(i)  Delegations  of  authority.  (1)  The  Principal  Supervisory  Agent  is 
authorized  to  approve  subordinated  debt  applications  filed  pursuant  to  this 
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section,  if  they  are  in  compliance  with  regulatory  requirements,  unless  the 
subordinated  debt  application  involves  a  significant  issue  of  law  or  policy  upon 
which  the  Corporation  has  not  taken  a  formal  position  or  requires  an  offering 
circular  for  subordinated  debt  securities  to  be  sold  in  a  public  offering.  (2) 
The  Director  of  the  Office  of  District  Banks,  with  the  concurrence  of  the 
Director  of  the  Office  of  Examinations  and  Supervision  and  the  General  Counsel 
or  their  designees,  are  authorized  to  approve  any  subordinated  debt  application 
filed  pursuant  to  this  section  if  they  are  in  compliance  with  regulatory 
requirements,  unless  the  respective  office  directors  are  of  the  opinion  that  the 
subordinated  debt  application  involves  policy  considerastions  which  warrant 
formal  consideration  by  the  Corporation. 

By  the  Federal  Home  Loan  Bank  Board. 


John  F.  Ghizzoni. 

Assistant  Secretary. 
[FR  Doc.  85-11885  Filed  5-16-85;  8:45  am] 
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MADISON  GUARANTY 

thiie:  quap/vw  'Qct/vtrtdeir 

PO    Box   1533   •    16th  it  Mam  Street 
L::tle  Rocx.  Ariunsas  "2203   •    50  i -3"-:. 7777 


-£Z' =noer 


■0: 


:e:h   ..ard 
J  it.   Mc Sou gal 

Ir.dus::: a  L    r::2e::v 


3      ^  Li" 


:cr,v£:sa:Lon    z : 


1.  :~u  will  :u:c-a:i  =..  .ar.d  r.crt.n  or.  1-otr.  S-.ree: 
i.-.c  .he  utility  plants  for  51,150,000. 

2.  Mac  i  sen  will  take  an  option  for  270  days  :z 
purchase  those  properties  for  5  ]  ,13  7,000,  plus  accrued 
.  -  :  i  -  - s  :  on  tr.e  Lear,  you  will  make  co  purchase  ;:.e 
property.  I:  &-:■  tax  consequences  should  arise  for  ycu 
from  tr.e  :ransac:ion.  Madison  will  pay  those  taxes. 

3.  You  will  nave  the  present  IDC  -anager  collect  the 
rent  and  utility  payments  and-forwarc  the  net  proceecs 
monthly  to  Greg  Young  here.  Greg  will  then  apply  this 
income  month1;/  to  the  accruing  interest  on  your  loan. 


Madison  will  provide  you  with  a  letter  requiring 
that  you  drive  a  prestigious  automobile  while  you  are  in 
c.narge  of  this  project. 

JM/ss 


5EN  33136 
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MINUTES  OF  MEETING 

BOARD  OF  DIRECTORS 

MADISON  FINANCIAL  CORPORATION 
SeDtember  12,  1985 


The  Board  of  Directors  of  Madison  Financial  Corporation 
met  on  September  12,  1935,  at  1:00  p.m.  at  the  office  at 
16th  and  Main  Streets,  Little  Rock,  Arkansas.  All 
directors  were  present.  The  minutes  of  the  previous 
meeting  were  read  and  approved  as  recorded. 

Chairman  McDougal  introduced  the  first  order  of  business 
before  the  board:  the  purchase  of  approximately  -00 
acres  for  a  mobile  home  development. 

The  acreage,  located  on  145th  Street,  (near  Pratt  Road), 
is  to  be  proposed  in  conjunction  with  Castle  Industries, 
a  mobile  home  manufacturer.  The  estimated  cost  of  the 
land  is  approximately  $600,000. 

After  a  lengthy  discussion.  the  Board  unanimously 
approved  the  purchase  of  this  development  to  be  known  as 
Castle  Grande  Estates. 

There  being  no  further  busine^j,  the  meeting  was 
adjourned . 


Ch 


airman 


0000091 
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MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF 

MADISON  FINANCIAL  CORPORATION 


Pursuant  to  the  ByLaws  of  the  Corporation,  the  under- 
tinned  Director!  of  the  Corporation  conaant  to  the  following 
informal  action  and  adopt  the  following  resolutions: 

RESOLVED,  that  the  Corporation  ia  hereby  authorized 
to  execute  all  documents  necessary  and  proper  to 
permit  said  Corporation  to  purchase  all  the  real  and 
personal  property  owned  by  Industrial  Development 
Company  of  Little  Rock  for  the  cash  purchase  price 
of  SI, 750,000,  pursuant  to  the  form  of  the  agreement, 
attached  hereto  as  Exhibit  'A';  and, 

FURTHER  RESOLVE  that  Seth  Ward,  aa  as  employee 
and  agent  of  the  Corporation  is  specifically 
authorized  to  execute  the  above-mentioned  docu- 
ments, including  the  Agreement  attached  hereto 
as  Exhibit  'A',  and  any  other  documents  necessary 
to  be  executed  by  the  Corporation  pursuant  to 
the  Agreement  to  purchase  all  of  the  real  and 
personal  property  owned  by  Induatrial  Development 
Company  of  Little  Rock. 
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Federal  Dsposit  Insurance  Corporation 

W»«hinaton,  DC.  20429 


Office  of  Investigations 
Office  of  Inspector  General 


MEMORANDUM  OF  INTERVIEW 

MTERVIEW  OF 

DATE  OF  INTERVIEW 

June  11,  1986 

INTERVIEWED  BY 

HARRY  DON  DENTON 

MTEHVCW  HELP  AT 

Washington,  D.C. 

PEOPUE  PRESENT 
N/A 

HARRY  DON  DENTON,  former  Chief  Lending  Officer,  MADISON  GUARANTY  SAVINGS  AND  LOAN  iMSSU,  1 

was  interviewed  on  June  11,  1986  by  Special  Agents  E.P.  HUSOK  and  ED  SLAGLE  in  Washington,  D.C.  2 

DENTON  had  previously  been  interviewed  relative  to  his  knowledge  of  activities  at,  and  individuals  connected  3 

with,  MGSL.    Subsequent  to  that  interview,  DENTON  had  reviewed  files  he  had,  and  had  provided  certain  4 

documents  to  reporting  agent.    He  also  agreed  to  be  interviewed  again.  5 


In  the  earlier  interview,  DENTON  had  recalled  that  he  first  learned  of  the  May  1,  1986  option  agreement 
allowing  MADISON  FINANCIAL  CORPORATION  (MFC)  to  purchase  the  property  WARD  owned  at  27  &  28 
Holman  Acres  in  July,  1986.  DENTON  said  that  since  that  interview,  he  had  a  chance  to  review  certain 
records  that  he  maintained  and  now  recalls  that  he  learned  of  the  option  earlier,  during  the  FHLBB  examination 
of  MGSL  in  1986. 

He  stated  that  he  either  had  the  option  or  an  examiner  brought  the  option  to  him.  He  recalled  that  there  was 
a  discussion  wherein  it  was  pointed  out  to  him  that  the  property  description  was  of  the  wrong  property. 
DENTON  said  that  he  had  the  first  two  pages  of  the  option  retyped,  and  that  MGSL  President  JOHN  LATHAM 
and  WARD  initialled  the  newly  replaced  pages.  DENTON  could  not  recall  who  typed  the  two  pages  for  him, 
but  said  that  JANIE  BABCOCK  was  the  secretary  that  worked  with  him  at  that  time. 

DENTON  said  that  on  the  copy  of  the  option  with  the  wrong  description  on  it  that  he  had  maintained,  he  had 
written  'Examiners*  at  the  top  right  corner.  He  did  not  recall  whether  that  meant  he  provided  it  to,  or  received 
rt  from,  the  examiners,  but  that  the  examiners  were  involved  in  some  manner. 

DENTON  was  shown  a  copy  of  the  option  with  the  wrong  property  description  that  contained  a  note  dated 
May  7,  1986.  The  note,  by  an  examiner,  indicated  that  the  examiner  had  discussed  the  option  with  DENTON 
and  had  been  told  that  it  was  the  wrong  description.  DENTON  also  reportedly  told  the  examiner  that  it  should 
be  the  Holman  Acres  property  on  the  option. 

DENTON  said  that  he  had  no  recollection  of  the  discussion  with  the  examiner,  and  said  that  from  the  note  it 
appeared  to  him  that  he  had  pointed  the  property  description  error  out  to  the  examiner. 

DENTON  said  that  he  believes  that  he  was  initially  given  the  option  by  either  SETH  WARD  or  HILLARY 
RODHAM  CLINTON  of  the  ROSE  LAW  FIRM.  He  recalled  only  that  he  received  it  prior  to  July  14,  1986.  He 
could  recall  no  other  specific  details. 

DENTON  said  that  he  believed  that  the  option  served  two  purposes;  to  create  paperwork  within  the  institution 
indicating  that  there  was  an  intention  to  purchase  the  property,  and  to  establish  the  value  of  the  property 
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collateralizing  WARD  loan  #4027.  DENTON  speculated  that  another  possible  reason  for  the  option  was  that  1 
as  conditions  at  MGSL  deteriorated,  WARD  and  whoever  was  advising  him  became  concerned  about  WARD'S  2 
protection  from  repaying  loan  #4027,  and  that  the  option  was  another  level  of  protection.  3 

4 
DENTON  said  that  he  had  no  specific  knowledge,  but  believed  that  at  one  time  there  was  going  to  be  a  put  5 
option  concerning  the  same  property.  He  described  a  put  option  as  one  in  which  MFC  would  have  been  6 
required  to  purchase  the  property.   He  could  provide  no  additional  information.  7 

8 
Concerning  the  Ward  loan  #4027  of  March  31,  1986,  DENTON  said  that  after  the  Ward  loan  #2962  that  9 
purchased  the  IDC  property  was  paid  off  on  February  28,  1986,  WARD  began  to  demand  of  JOHN  LATHAM  10 
and  JAMES  MCDOUGAL  that  he  be  paid  his  commissions  that  were  due  from  the  sale  of  IDC  property.  1 1 
DENTON  said  that  he  understood  that  MGSL  did  not  have  the  money  to  pay  the  commissions,  and  that  either  12 
LATHAM  or  MCDOUGAL  suggested  that  WARD  be  loaned  $400,000.  He  said  that  he  understood  that  the  13 
$400,000  represented  $300,000  in  commissions,  $70,000  to  repay  the  outstanding  balance  on  a  loan  14 
(#33591  that  had  been  made  to  WARD  on  February  25,  1986  to  pay  the  deficiency  on  loan  #2962  after  15 
proceeds  from  IDC  property  sales  had  been  applied  to  it,  and  $30,000  for  interest  on  the  notes.  16 

17 
DENTON  was  asked  how  he  was  aware  of  that  agreement  and  he  said  that  he  may  have  learned  it  from  the  18 
WARD  trial,  but  believed  that  WARD,  and  possibly  others,  had  told  him  as  well.  19 

20 
DENTON  said  that  it  was  then  agreed,  he  believed  between  WARD  and  LATHAM,  that  MFC  would  borrow  21 
$400,000  from  WARD,  and  that  a  note  was  executed,  he  believed,  on  March  31,  1986.  He  said  that  he  22 
believed  that  simultaneously  or  shortly  thereafter,  $100,000  was  received  from  the  WILSON  Company  for  23 
payment  on  WARD'S  loan  #4027.  DENTON  said  the  payment  was  the  return  of  money  that  WARD  had  24 
previously  given  to  ROBERT  WILSON  to  participate  in  a  loan  in  which  WARD  later  decided  to  not  participate.  25 
DENTON  said  that  it  was  then  decided  that  the  $400,000  note  would  be  replaced  by  a  $300,000  note  and  26 
a  $70,000  note.   Those  two  notes  were  dated  April  7,  1986.  27 

28 
DENTON  said  that  he  prepared  the  loans  to  and  from  WARD  based  on  instructions  from  LATHAM.  29 

30 
DENTON  said  that  since  the  earlier  interview,  he  had  recalled  that  he  did  have  a  conversation  with  CLINTON  31 
concerning  WARD  loans  at  MGSL.  DENTON  said  that  on  April  7,  1986  he  received  a  telephone  message  from  32 
"Sandra"  of  "Hillary  Clinton's  Office",  telephone  number  375-9131.  The  message  requested  that  he  return  33 
the  call.  34 

35 
DENTON  said  that  either  that  day  or  the  following  day,  he  telephoned,  from  MGSL,  501-374-7777,  the  number  36 
that  had  been  on  the  message  from  CLINTON  and  it  was  answered  by  SANDRA.  DENTON  does  not  know  who  37 
SANDRA  is.  He  said  he  identified  himself  and  was  immediately  placed  through  to  CLINTON.  DENTON  said  38 
that  he  could  not  recall  all  of  the  specifics  of  the  conversation,  but  did  recall  that  the  issue  of  the  $400,000  39 
loan  to  WARD,  #4027,  and  the  $400,000  loan  from  WARD  to  MFC  notes  was  discussed.  He  had  a  vague  40 
recollection  from  the  conversation  that  CLINTON  was  preparing  the  note  for  the  $400,000  from  WARD  to  41 
MFC.  DENTON  said  that  he  told  CLINTON  that  the  note  had  already  been  prepared  and  executed.  He  said  42 
that  CLINTON  then  asked  him  to  send  her  a  copy  of  the  note,  or  both  notes,  for  her  review.  43 

44 
DENTON  said  that  it  was  possible  that  the  WARD  loan(s)  to  MFC  that  he  and  CLINTON  discussed  were  the  45 
$300,000  and  $70,000  notes  that  were  made  after  the  $400,000  note  was  replaced,  but  was  not  sure.  46 

47 
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DENTON  recalled  that  during  the  conversation,  he  told  CLINTON  that  there  could  be  a  problem  with  the  notes  1 
as  they  constituted  in  effect  a  parent  entity  fulfilling  the  obligation  of  a  subsidiary.  He  said  that  his  caution  2 
was  "summarily  dismissed"  by  CLINTON  in  a  manner  which  he  took  to  mean  that  he  was  to  take  care  of  3 
savings  and  loan  matters,  and  she  would  take  care  of  legal  matters.  He  said  that  he  also  expressed  the  same  4 
concern  to  WARD  shortly  after.  5 

6 
DENTON  said  that  he  sent  CLINTON  a  copy  of  the  note(s)  through  an  individual  named  HENRY,  last  name  7 
unknown,  who  worked  at  MGSL  and  sometimes  acted  as  a  courier.  8 

9 
DENTON  was  asked  if  he  knew  why  CLINTON  called  him  on  this  matter.  He  said  that  he  did  not,  but  that  he  10 
was  "reasonably  confident"  that  she  was  acting  on  WEBB  HUBBELL's  behalf.  He  said  that  he  thought  it  would  1 1 
have  been  inappropriate  for  HUBBELL  to  represent  WARD  since  WARD  was  HUBBELL's  father-in-law.  He  was  1 2 
asked  why  he  thought  that  CLINTON  may  have  acted  on  HUBBELL's  behalf  and  he  said  that  he  did  not  know.  13 
DENTON  was  asked  if  he  was  ever  advised  by  WARD  or  HUBBELL  that  CLINTON  was  an  alternate  contact  14 
at  ROSE  for  WARD  matters.  He  said  that  he  did  not  believe  so.  DENTON  said  that  with  the  exception  of  the  1 5 
BABCOCK  loan  matters,  he  recalled  no  other  contact  with  CLINTON  on  any  matter  involving  MGSL.  He  said  16 
that  when  he  first  received  the  telephone  message,  he  may  have  thought  it  was  in  reference  to  the  BABCOCK  1 7 
matter.  1 8 

19 
DENTON  was  asked  if  he  was  aware  whether  CLINTON  was  representing  WARD  or  MGSL/MFC  when  she  20 
contacted  him  concerning  the  WARD  loans.   He  said  "Looks  to  me  like  she  was  representing  both."  21 

22 
DENTON  was  asked  if  he  had  ever  dealt  with  HUBBELL  on  the  matter  of  the  offset  loans.  He  declined  to  23 
answer.  When  questioned  about  SANDRA,  he  said  that  the  only  secretary  he  knew  at  ROSE  was  HUBBELL's  24 
secretary,  MAHTHA  WILLIAMSON,  that  he  had  come  to  know  because  she  was  present  on  occasions  when  25 
DENTON  went  to  HUBBELL's  office  with  WARD.  He  was  asked  whether  any  of  his  visits  to  HUBBELL's  office  26 
concerned  any  matter  related  to  MGSL.  He  said  that  he  was  sure  that  there  were  some.  He  was  asked  if  any  27 
of  those  visits  concerned  WARD  and  MGSL  and  he  declined  to  answer.  28 

29 
DENTON  was  questioned  concerning  the  fact  that  the  page  of  notes  that  were  apparently  behind  the  telephone  30 
message  appear  to  have  been  related  to  the  BABCOCK  participation  loan  that  he  had  previously  advised  that  31 
he  worked  on  with  CLINTON.  He  stated  that  it  may  have  been  that  he  anticipated  that  the  call  from  CLINTON  32 
was  to  concern  the  BABCOCK  matter,  but  that  was  not  what  the  conversation  was  about.  He  said  that  he  33 
believed  that  he  only  spoke  to  CLINTON  concerning  the  WARD  loans  on  this  one  occasion.  34 

35 
DENTON  was  questioned  concerning  his  recollection  of  this  phone  call  at  this  time.  He  said  that  after  the  36 
earlier  interview,  he  reviewed  a  copy  of  the  ROSE  LAW  FIRM  billing  records  that  he  had  obtained  from  the  37 
media.  He  said  that  after  confirming  to  himself  that  there  was  a  bill  by  CLINTON  for  a  discussion  with  him  38 
concerning  IDC  on  April  7,  1986,  he  gave  the  matter  thought  and  also  reviewed  the  documents  that  he  had  39 
retained.  40 

41 
He  said  that  when  he  reviewed  the  documents,  he  found  a  copy  of  the  March  31,  1986  note  from  WARD  to  42 
MFC  that  had  handwriting  on  it,  dating  April  7,  1 986,  indicating  that  the  note  was  replaced  by  a  $300,000  43 
and  $70,943  note.  He  also  reviewed  two  notes  dated  April  7,  1986  for  those  amounts  that  he  had  left  44 
handwritten  messages  on  that  said  "Replacement  notes  -  5-5-86  (the  $300,000  note),  and  "Copies  of  new  45 
note  -  Signed  5-5-86"    (the  $70,943  note).  46 

47 
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He  said  that  he  noted  that  the  May  5,  1986  dates  match  the  date  of  the  option  for  WARD  property  at  27  &        1 
28  Holman  Acres,  the  property  that  secured  loan  #4027.  2 

3 
DENTON  said  that,  after  reviewing  these  documents  and  giving  the  matter  some  thought,  he  recalled  the  4 
telephone  call  with  CLINTON.  DENTON  could  not  recall  where  he  obtained  the  copies  of  the  replacement  notes  5 
or  who  or  when  they  were  prepared  6 

7 
DENTON  was  asked  if  he  was  the  loan  officer  on  the  WARD  loans.  He  responded  that  "Yes,  whatever  that  8 
means.  I  initialed  them,  they  were  assigned  to  me".  He  said  that  every  loan  had  to  have  a  supervising  officer,  9 
and  he  believed  he  assigned  the  notes  to  himself.  10 

11 
DENTON  recalled  that  he  had  introduced  WARD  to  MCDOUGAL,  and  that  within  a  few  days  WARD  was  12 
working  at  the  institution,  in  what  DENTON  thought  was  a  public  relations  capacity,  but  that  WARD  interpreted  1 3 
as  evaluating  commercial  loans  and  deals.   He  said  that  WARD  subsequently  negotiated  the  IDC  purchase.        1 4 

15 
DENTON  was  asked  if  he  knew  how  the  manner  in  which  the  purchase  of  the  IDC  property  was  agreed  to.  16 
He  said  that  it  was  explained  to  him  by  LATHAM  and  MCDOUGAL  that  the  purchase  was  too  big  for  MGSL  1 7 
to  purchase  at  the  time  that  the  deal  was  made  because  of  a  limitation  on  investments  by  MGSL  in  a  18 
subsidiary.   He  said  he  had  been  aware  of  some  limitation,  but  knew  no  specifics.  19 

20 
DENTON  was  shown  a  copy  of  examiners  notes  dated  April  30,  1986  that  indicated  that  the  examiner  had  21 
been  told  by  LATHAM  that  an  Arkansas  regulation  limiting  direct  investments  in  service  corporations  was  in  22 
effect,  but  had  been  waived.  He  said  he  had  no  knowledge  of  a  waiver  or  of  LATHAM  claiming  that  MGSL  23 
had  one.  24 

25 
DENTON  said  that  he  had  believed  that  the  IDC  purchase,  which  came  to  be  referred  to  as  CASTLE  GRANDE  26 
within  a  few  months,  had  the  potential  to  be  a  successful  development.  He  said  that  it  had  the  advantage  over  27 
the  earlier  MAPLE  CREEK  development  of  having  an  infrastructure  in  place,  and  that  he  thought  that  28 
MCDOUGAL  had  the  resources  to  make  it  work.  29 

30 
DENTON  said  that  it  was  his  understanding  that  WARD  was  acting  as  a  "nominee"  purchaser  in  the  acquisition  31 
of  the  IDC  property,  acting  on  behalf  of  the  institution  and  carrying  the  property  at  no  risk.  He  was  asked  32 
what  he  meant  by  a  nominee  purchaser  and  said  that  he  considered  it  a  person  who  was  a  non-recourse  buyer  33 
that  stood  to  gain  by  selling  the  purchase  back  to  the  institution.  34 

35 
DENTON  was  asked  about  the  consummation  of  the  IDC  sale  to  MFC  and  WARD.  He  said  that  he  might  have  36 
known  that  the  purchase  was  to  be  divided  between  MFC  and  WARD,  but  that  he  recalled  that,  up  until  or  37 
shortly  before  the  closing,  he  believed  that  MFC  was  making  the  entire  purchase.  He  said  that  he  believed  that  38 
he  took  a  single  draft  to  the  closing  to  pay  for  the  property.  DENTON  said  that,  had  he  known  earlier  that  39 
WARD  was  making  part  of  the  purchase,  he  would  have  taken  a  check  in  WARD'S  name  to  the  closing.  He  40 
said  that  the  transaction  was  booked  by  a  debit  to  cash  arrangement  and  that  it  was  a  week  or  ten  days  before  41 
Loan  #2962  was  made  to  WARD  for  his  portion  of  the  purchase.  42 

43 
DENTON  said  that  he  was  sure  that  he  prepared  the  note  that  was  loan  #2962.  He  said  that  he  was  supplied  44 
the  language  on  the  note.    He  was  asked  who  supplied  him  the  language  and  said  "I  decline  to  answer."  45 

46 
DENTON  was  shown  an  Assignment  dated  September  1 3,  1 985  by  which  MFC  assigned  the  right  to  purchase     47 
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the  property  north  of  1 45th  Street  and  the  sewer  and  water  assets  to  WARD.  DENTON  said  that  he  believed,  1 
but  could  not  say,  that  the  assignment  was  backdated.  2 

3 
DENTON  said  that  he  was  aware  at  some  point  after  the  loan  #2962  was  made  that  there  was  an  4 
undocumented  understanding  that  the  proceeds  of  sales  of  WARD  owned  property  were  to  be  applied  against  5 
the  note.  He  said  that  he  also  came  to  understand  at  a  later  date  that  WARD  was  to  receive  commissions  on  6 
the  sale  of  IDC  property.  7 

8 
DENTON  was  questioned  about  the  payoff  of  loan  #2962  to  WARD.  He  said  that  he  believed  that  the  9 
purchase  was  "MADISON'S  deal"  and  that  it  was  to  their  benefit  to  get  the  investment  off  of  the  books  as  10 
soon  as  possible.  1 1 

12 
He  was  asked  if  he  knew  why  the  transactions  that  financed  a  large  part  of  the  loan  #2962  payoff,  the  13 
CASTLE  SEWER  AND  WATER  and  FULBRIGHT  purchases,  were  done  on  February  28,  1 986.  He  said  that  "I'm  14 
sure  it  was  the  urgency  of  the  examiners",  and  said  that  he  was  told  so  by  LATHAM.  He  said  that  he  was  1 5 
told  that  he  was  to  get  ready  for  a  rash  of  transactions,  involving  DEAN  PAUL,  FULBRIGHT,  and  CASTLE  16 
SEWER  AND  WATER  on  February  28,  1986.  17 

18 
DENTON  was  asked  if  he  was  told  that  an  examination  was  to  commence  after  February  28,  1 986.  He  said  1 9 
that  when  he  was  told  to  get  transactions  closed,  he  did  not  need  to  be  told  that  an  examination  was  to  20 
commence.  21 

22 
DENTON  was  asked  why  a  loan  (#3359)  was  made  to  cover  the  approximately  $70,000  deficiency  that  was  23 
left  on  the  loan  after  the  application  of  the  CASTLE  SEWER  AND  WATER  and  FULBRIGHT  proceeds,  as  24 
opposed  to  applying  some  other  source  of  funds.   He  said  that  they  "..did,  a  piece  of  paper,  Poof."  25 

26 
DENTON  was  shown  a  copy  of  a  page  of  notes  made  by  FHLBB  Chief  Examiner  JAMES  CLARK  during  the  27 
1986  examination.  Paragraph  2  of  the  notes  concern  information  CLARK  received  from  a  person(s)  at  28 
MGSL/MFC  concerning  the  option.  The  notes  indicate  that  CLARK  was  told  that  MFC  had  committed  to  29 
purchase  property  from  WARD  (by  description  the  22.5  acre  parcel  at  Holman  Acres),  but  that  WARD  had  30 
another  buyer  and  would  not  consummate  the  sale  because  of  tax  considerations.  The  note  indicated  that  an  31 
option  was  to  be  prepared  to  replace  a  note.  The  notes  also  indicated  that  a  loan  to  WARD  was  unconnected  32 
to  the  option.  It  also  indicated  that  a  $400,000  loan  to  WARD  had  been  canceled,  and  that  two  notes  totalling  33 
$370,000  had  been  executed  to  guarantee  the  purchase  of  the  real  estate.  It  further  indicated  that  no  cash  34 
had  changed  hands  on  the  note.  CLARK's  notes  indicate  that  he  requested  a  copy  of  the  option  when  it  was  35 
done.  36 

37 
Another  note  at  the  bottom  of  the  page,  made  by  FHLBB  examiner  DARLENE  FORD,  indicated  that  on  April  38 
29,  1 986,  she  had  spoken  to  DENTON  and  was  told  that  the  option  was  not  yet  prepared,  but  that  he  would  39 
provide  a  copy  when  it  was  available.  DENTON  also  reportedly  indicated  that  the  notes  would  never  be  40 
funded.  41 

42 
DENTON  said  that  he  was  certain  that  the  information  reported  by  CLARK  did  not  come  from  him.  He  said  43 
that,  contrary  to  the  notes,  there  was  no  deed  involved  in  the  option  transaction.  He  also  said  that  he  did  not  44 
recall  any  tax  issues  in  the  matter.  He  said  that  he  believed  that  a  statement  about  the  tax  issues  would  have  45 
come  from  WARD,  LATHAM,  or  GREG  YOUNG.  46 

47 
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DENTON  said  that  he  did  not  recall  ever  discussing  the  option  with  CLARK.  He  said  that  he  recalled  discussing  1 
only  one  matter  with  CLARK,  and  that  matter  involved  mobile  homes  supplied  to  the  CASTLE  GRANDE  2 
development  by  CASTLE  INDUSTRIES.  3 

4 
DENTON  said  that  he  had  no  specific  recollection  of  the  information  reported  in  the  FORD  notes.  He  was  5 
asked  if  it  was  possible  that  he  had  provided  the  information  in  the  notes  to  someone  else  who  then  passed  6 
it  off  to  the  examiners.  He  said  it  was  possible,  but  that  he  did  not  believe  so  because  the  information  was  7 
incorrect.  8 

9 
DENTON  said  he  had  never  attempted  to  conceal  documents  from  the  examiners.  He  said  that  he  had  no  10 
knowledge  of  documents  being  discovered  in  a  desk  drawer  by  examiners.  1 1 

12 
Concerning  the  reported  delivery  of  the  option  and  signed  and  unsigned  copies  of  the  September  24,  1 986  1 3 
WARD/MCDOUGAL  agreement  on  the  purchase  of  CASTLE  GRANDE  being  delivered  to  him  on  July  11,1 986,  1 4 
DENTON  said  that  he  was  sure  that  it  was  the  unsigned  copy  of  the  letter  that  he  received  first,  and  believed  1 5 
that  he  received  a  signed  version  later  that  day.  Among  the  documents  provided  by  DENTON  was  an  unsigned  1 6 
copy  of  the  agreement  that  he  had  marked  as  received  as  received  on  July  14,  1986  from  "Seth."  Another  1-7 
document  provided  by  DENTON  was  a  July  1 4,  1 986  memorandum  to  LATHAM  concerning  his  understanding  1 8 
of  the  commissions  and  notes  to  and  from  WARD.  1 9 

20 
Beyond  those  agreements  between  WARD  and  MGSL/MFC  discussed,  DENTON  said  he  was  aware  of  no  21 
others.  22 

23 
DENTON  said  that  he  had  no  knowledge  that  the  delivery  to  him  oT  the  documents  on  July  1 4,  1 986  had  any  24 
connection  to  the  resignation  of  the  ROSE  law  firm  from  MGSL  matters  on  July  1 4,  1 986.  He  said  that  he  25 
had  not  known  of  the  retainer  agreement  at  that  time.  26 

27 
DENTON  was  asked  whether  he  was  aware  of  any  work  that  the  EDWARD  G.  SMITH  &  ASSOCIATES  28 
engineering  firm  did  on  the  CASTLE  GRANDE  project.  He  said  that  he  believed  that  the  firm  did  some  work  29 
on  the  CASTLE  SEWER  AND  WATER  project.  30 

31 

32 

33 
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Linle  Rock.  Arkansas IN/A 

— HAftRV  DON  DENTON,  former  ChJ  Lendin0  Officer.  MaDiSON  GUARANTY  SAVINGS  AND  LOAN 
ASSOCIATION  (MGSL),  was  interviewed  on  June  3.  1996  at  Linle  Rock,  Arkansas.  The  interview  was 
conducted  by  Special  Agent  E.P.  HUSOK  and  Senior  Attorney  FRED  GIBSON,  FDIC  OIG.  DENTON  was  advised 
that  he  was  to  be  interviewed  concerning  his  knowledge  of  activities  at  MGSL  and  MADISON  FINANCIAL 
CORPORATION  (MFC),  and  of  individuals  associated  with  those  entities. 

DENTON  said  that  he  was  employed  as  a  National  Bank  Examiner  with  the  Office  of  the  Comptroller  of  the 
CURRENCY  IOCC)  from  approximately  1 964  to  1 974.  In  1 974,  he  became  a  Senior  Lending  Officer  at  UNION 
NATIONAL  BANK  (UNION),  linle  Rock,  Arkansas. 

OENTON  said  that  while  at  UNION,  he  met  SETH  WARD  through  ROBERT  WILSON.  He  recalled  that  his  first 
involvement  in  a  business  maner  with  WARD  concerned  WARD'S  interest  in  becoming  involved  in  an  Illinois 
company  that  was  considering  relocating  to  Newport.  Arkansas.  DENTON  recalled  taking  an  airplane  trip  with 
WARD  concerning  that  maner  during  which  WARD  mentioned  that  he  was  going  into  the  automobile  business. 
DENTON  said  that  he  told  WARD  that  he  did  not  believe  the  business  would  be  successful,  after  which  an 
argument  ensued.  DENTON  said  he  had  no  contact  with  WARD  for  approximately  eight  months  after  that. 
DENTON  said  that  WARD  called  him  approximately  after  that  period  and  told  him  that  he  had  been  right  in 
predicting  that  the  automobile  business  would  be  unsuccessful. 

DENTON  said  that  during  his  tenure  at  UNION  he  did  some  of  the  financing  for  interests  that  WARD  was 
involved  in,  including  POM,  Inc.,  the  automobile  business,  and  a  warehouse  purchased  as  an  investment.  He 
said  he  also  did  some  financing  for  SETH  (SKEETER)  WARD,  II,  SETH  WARD'S  son. 

DENTON  said  that  while  at  UNION  he  became  familiar  with  and,  after  1975,  did  some  financing  for  JAMES 
MCDOUGAL,  specifically  the  earlier  development  projects  such  as  FLOWERWOOD  FARMS.  He  said  he  also 
did  some  financing  for  SENATOR  J.  W.  FULBRIGHT.  He  said  that  while  at  UNION  he  also  was  the  loan  officer 
on  a  1 978  420,000  equity  loan  to  MCDOUGAL  and  SUSAN  MCDOUGAL  and  WILLIAM  and  HILLARY  RODHAM 
CLINTON  individually  for  the  purchase  of  the  property  that  has  come  to  be  referred  to  as  the  WHITEWATER 
property. 

DENTON  said  that  in  January,  1984  he  left  UNION  to  start  his  own  investment  banking  business. 
Approximately  six  months  later,  he  returned  to  UNION. 

DENTON  said  that  he  went  to  work  at  MGSL  in  April,  1 985.  He  said  that  because  of  the  general  condition 
of  Savings  and  Loans  at  that  time,  he  declined  to  take  a  position  as  an  institution  officer,  and  was  instead  hired 
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as  a  consultant.  He  said  that  he  did  not  know  that  he  had  been  named  by  the  Board  of  Directors  as  an  officer  1 
of  the  institution  until  he  was  told  so  by  FHLBB  examiners  during  the  examination  of  MGSL  that  commenced  2 
in  MARCH,  1986.  He  said  that  he  had  knowingly  signed  documents  prior  provided  to  him  that  identified  him  3 
as  an  officer  prior  to  having  been  advised  by  the  examiners  that  he  had  been  so  identified.  DENTON  said  that  4 
it  was  his  belief  at  the  time  that  the  MGSL  BOARD  of  DIRECTORS  was  "phony"  and  carried  no  real  authority.        5 

6 
DENTON  said  that,  at  that  time,  he  considered  he  and  WARD  to  be  business  friends,  although  he  believed  7 
WARD  to  be  a  "user".  He  said  that  he  saw  WARD  at  the  Little  Rock  club  on  one  occasion  and  WARD  told  him  8 
that  he  had  turned  over  control  of  POM  to  his  son,  that  he  was  bored,  and  that  he  would  be  stopping  by  MGSL  9 
to  talk  to  DENTON.  DENTON  said  that  WARD  later  did  come  to  the  institution  and  he  introduced  him  to  10 
MCDOUGAL.  DENTON  said  that  within  a  few  days,  WARD  and  MCDOUGAL  had  made  an  agreement  that  1 1 
WARD  was  to  act  as  a  public  relations  officer  for  MGSL  in  the  Little  Rock  business  community.  DENTON  said  1 2 
that  WARD  told  him  that  his  function  was  to  identify  potential  property  deals.  13 

14 
DENTON  said  that  one  potential  deal  that  WARD  identified  was  property  owned  by  the  INDUSTRIAL  15 
DEVELOPMENT  COMPANY  (IDC)  that  was  located  primarily  south  of  Little  Rock  at  145th  Street,  with  some  16 
additional  property  near  65th  Street.  DENTON  said  that  three  Little  Rock  banks  had  loaned  money  to  IDC  for  17 
the  purchase  of  the  property,  but,  that  by  that  time,  sales  had  become  stagnant  and  the  banks  were  pressuring  1 8 
IDC  to  sell  the  property.  DENTON  said  that  he  understood  that  WARD  and  IDC  Chairman  EVERETT  TUCKER  19 
entered  into  negotiations  concerning  the  sale  of  the  property.  He  said  that  WARD  told  him  that  the  initial  20 
asking  price  had  been  $6,000,000.  but  that  a  final  purchase  price  of  $1,750,000  was  agreed  to.  21 

22 
DENTON  said  that  he  was  told  by  MGSL  President  JOHN  LATHAM  that  there  was  a  regulatory  limitation  on  23 
investments  by  MGSL  in  their  service  company  and  that  as  a  result,  the  transaction  was  structured  such  that  24 
WARD  contributed  $1 ,1 50,000  to  the  purchase  price,  and  MFC  contributed  $600,000.  DENTON  said  it  was  25 
his  understanding  that  MFC  was  contributing  $600,000  because  that  was  all  that  was  available  under  the  26 
restriction.  27 

28 
DENTON  said  that  he  was  aware  that  there  was  a  purchase  agreement  executed,  and  that  there  was  an  29 
understanding  that  WARD  would  take  possession  of  all  of  the  property  north  of  145th  Street  and  the  assets  30 
of  the  INDUSTRIAL  SERVICES  COMPANY  (ISC)  which  were  a  water  and  sewer  system.  He  said  he  understood  31 
that  the  ISC  assets  would  be  used  to  provide  sewer  and  water  service  to  the  MFC  MAPLE  CREEK  development  32 
as  well  as  the  IDC  property.  MFC  was  to  take  possession  of  ail  of  the  remaining  property.  He  said  he  was  33 
not  aware  of  a  written  assignment  of  the  property  from  MFC  to  WARD  concerning  the  property.  DENTON  34 
recalled  that  the  issue  of  the  regulatory  limitation  arose  almost  contemporaneous  to  the  closing.  35 

36 
DENTON  said  that  he  believed  that  TUCKER  died  at  about  the  time  of  the  closing,  and  that  he  was  replaced  37 
as  IDC  Chairman  by  R.A.  (BRICK)  LILE.  38 

39 
DENTON  said  that  he  was  on  the  "periphery"  of  the  deal  and  was  not  aware  at  that  time  of  any  written  40 
agreements  or  understandings  between  MFC  or  McDOUGAL  and  WARD.  41 

42 
DENTON  said  that  he  attended  the  closing  that  was  held  at  BEACH  ABSTRACT  in  Little  Rock.  He  recalled  that  43 
the  closing  was  attended  by  him,  MCDOUGAL,  LATHAM,  WARD,  LILE.  DARRELL  DOVER  as  counsel  to  IDC.  44 
and  DENNIS  NELSON  of  BEACH  ABSTRACT.  « 

46 
DENTON  said  that  he  did  not  recall  discussing  the  purchase  of  the  IDC  property  with  any  attorneys  for  WARD     47 

11 ll_U II_MMJLMJ— — —  ■— — —^MliM^iMM  ■■!■!■  I      IIIOTTT 
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or  MFC.  Ho  said  that  he  more  recently  heard  the  names  of  ROSE  LAW  FIRM  (ROSE)  attorneys  THOMAS  1 
THRASH  and  DAVID  THOMAS  as  having  been  possibly  involved  in  the  transaction  or  closing,  but  did  not  2 
believe  that  they  had  been.  He  said  that  he  believed  that  because  he  does  not  believe  that  he  ever  met  3 
THRASH,  and  believes  that  he  first  became  familiar  with  THOMAS  approximately  one  year  later.  4 

5 
DENTON  said  that  it  was  his  recollection  that  MGSL  delivered  all  of  the  money  to  the  transaction,  and  that  the  6 
loans  were  booked  at  a  later  time.  7 

8 
DENTON  said  that  he  believed  that  his  first  contacts  with  ROSE  regarding  MGSL  began  in  approximately  9 
December,  1985.  He  said  that  soon  after  he  arrived  at  MGSL,  he  became  involved  in  negotiations  concerning  10 
disputed  participation  loans  with  two  other  institutions,  FIRST  FEDERAL  and  SAVERS.  He  said  that  he  resolved  1 1 
the  dispute  with  FIRST  FEDERAL.  He  said  that  two  of  the  disputed  loans  with  SAVERS  were  the  BABCOCK  12 
and  TULSA  ECONOLODGE  matters.  He  said  that  in  approximately  August.  1 985,  SAVERS  did  buy  back  one  13 
of  the  MGSL  participations.  DENTON  said  that  he  went  to  LATHAM  and  MCDOUGAL  to  discuss  obtaining  14 
counsel  in  the  matter  and  that  it  was  agreed  that  attorney  HARVEY  BELL  would  be  hired.  DENTON  said  that  15 
he  believed  that  BELL  worked  on  the  matter  for  no  more  than  approximately  90  days.  16 

17 
DENTON  said  that  at  that  time,  LATHAM  told  him  that  BELL  was  going  to  be  replaced  by  ROSE  in  the  dispute  18 
with  SAVERS.  DENTON  said  that  LATHAM  told  him  the  reason  was  that  ROSE  had  contacts  with  the  19 
FEDERAL  SAVINGS  AND  LOAN  INSURANCE  CORPORATION  (FSLIC)  on  securities  matters  and  would  be  more  20 
effective.  DENTON  was  asked  why  contacts  with  FSLIC  may  have  made  ROSE  potentially  more  effective,  or  21 
why  FSLIC  would  intervene  in  a  dispute  between  two  institutions.  DENTON  said  that  he  thought  that  the  22 
contacts  could  result  in  a  "more  sympathetic  ear.*  23 

24 
DENTON  said  that  he  subsequently  received  a  call  from  ROSE  attorney  HILLARY  RODHAM  CLINTON,  and  that  25 
he  later  carried  the  SAVERS  related  files  to  her  office  and  advised  her  of  the  situation.  26 

27 
DENTON  said  that  all  of  his  contacts  at  ROSE  were  with  CLINTON,  and  that  the  SAVERS  matter  was  the  only  28 
matter  they  were  involved  in.  He  recalled  that  at  some  time  prior  to  the  beginning  of  the  March,  1 986  FHLBB  29 
examination  at  MGSL,  ROSE  advised  of  a  conflict  they  had  with  SAVERS  and  resigned  from  representing  30 
MGSL.  DENTON  recalled  that  the  dispute  arose  from  representation  of  SAVERS  by  ROSE  in  a  maner  before  31 
the  UNITED  STATES  EQUAL  EMPLOYMENT  OPPORTUNITY  COMMISSION.  32 

33 
DENTON  was  shown  a  portion  of  a  recap  of  the  ROSE  billing  records  concerning  SAVERS  and  was  advised  34 
that  the  first  identified  billing  occurred  in  April,  1 986  and  continued  from  that  point  for  a  number  of  months.  35 
DENTON  said  that  was  not  consistent  with  his  recollection.  He  also  noted  that  a  ROSE  attorney  named  BURNS  36 
billed  for  some  work,  but  he  did  not  recall  dealing  with  anyone  but  CLINTON  in  the  maner.  DENTON  said  that  37 
a  major  contributor  to  his  recollection  that  the  work  ceased  before  the  examination  was  that  he  recalled  38 
specifically  not  engaging  another  attorney  for  the  matter  after  ROSE  resigned  because  he  did  not  want  to  draw  39 
any  attention  to  the  loans  while  the  examiners  were  at  the  institution.  40 

41 
DENTON  said  that  he  never  saw  ROSE  bills  that  were  submitted  to  the  institution  while  he  worked  there.  42 

43 
DENTON  said  that  he  has  much  more  recently  become  aware  that  CLINTON  sent  a  July  14,  1986  letter  to  44 
ROSE  resigning  from  representation.  He  repeated  that  he  believed  that  they  had  resigned  earlier,  but  that  the  45 
resignation  may  have  just  involved  the  SAVERS  matter.  46 

47 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  2753  of  July  1 5,  1 985  48 
for  $25,000.  DENTON  said  that  he  believed  that  the  loan  was  for  the  purchase  of  an  airplane.  DENTON  said  49 
that  MCDOUGAL  directed  WARD  by  letter  agreement  to  purchase  the  airplane  for  the  exclusive  use  of  MFC.     50 
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Additional  information  concerning  this  loan  and  the  airplane  is  reported  by  separate  correspondence.  1 

2 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  2754  of  July  1 6.  1  985  3 
for  $10,000.  DENTON  said  that  he  believed  this  loan  was  also  made  relative  to  the  airplane.  Additional  4 
information  concerning  this  loan  and  the  airplane  is  reported  by  separate  correspondence.  5 

6 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  2853  of  September  7 
17,  1  985  for  $40,000.  DENTON  said  that  the  loan  was  made  for  the  purchase  of  a  Mercedes  automobile  by  3 
WARD.  DENTON  reviewed  a  copy  of  the  Loan  Submission  Worksheet.  He  said  that  with  the  exception  of  his  9 
initials  at  the  "Officer's  Approvings"  block,  he  did  not  prepare  the  form.  He  did  not  know  who  prepared  the  10 
form.  DENTON  was  also  asked  about  the  notation  'See  Confidential  Files"  at  the  financial  statement  area.  1 1 
He  said  that  the  confidential  files  referred  to  were  probably  WARD'S  financial  statements  that  were  kept  in  his  1  2 
office,  as  the  financial  statements  of  all  officers  of  the  institution  routinely  were.  DENTON  was  asked  if  WARD  1 3 
was  an  officer  of  the  institution.  He  stated  that  technically  he  was  not,  but  that  he  did  work  there  and  it  was  14 
perceived  that  he  was  an  officer.  15 

16 
DENTON  said  that  the  automobile  was  later  sold  by  WARD  to  a  personal  friend  in  Fort  Scott,  Kansas,  but  that  17 
the  automobile  was  later  returned  to  WARD  as  it  had  not  been  properly  titled  in  the  United  States.  18 

19 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  Loan  number  2962  of  October  15,  20 
1985.  DENTON  recognized  the  loan  as  that  utilized  by  WARD  to  make  the  purchase  of  the  IDC  property  and  21 
ISC  assets,  and  recalled  that  he  was  involved  in  making  the  loan,  although  he  noted  that  his  initials  were  not  22 
evident  at  the  lender  signature  block.  He  said  that  he  recalled  being  aware  that  the  IDC  transaction  was  being  23 
put  together,  but  did  not  recall  being  given  any  specific  instructions  concerning  doing  the  loan.  He  said  that  24 
he  believed  that  he  had  no  dollar  limit  on  his  authority  to  approve  loans.  25 

26 
DENTON  was  questioned  why  the  note  was  dated  October  1 5,  1 985  when  the  IDC  transaction  had  closed  on  27 
October  4,  1985.  DENTON  said  that  he  found  that  unusual  only  because  BEACH  ABSTRACT  had  been  28 
involved  in  the  closing,  and  that  BEACH  ABSTRACT  was  an  excellent  title  company.  DENTON  said  that  it  29 
could  be  a  replacement  note,  but  that  he  did  not  believe  that  WARD,  as  an  "insider"  would  typically  have  been  30 
required  to  sign  a  note  at  closing.  DENTON  also  said  that  he  believed  that  there  may  have  been  a  delay  in  31 
executing  the  note  as  there  had  been  some  surprise  at  closing.  32 

33 
DENTON  said  that  it  was  his  opinion  that  the  wording  on  the  note,  under  the  Security  Agreement  line,  that  34 
stipulated  that  WARD  was  not  personally  responsible  for  the  note  was  prepared  by  HUBBELL.  When  asked  35 
why  he  was  of  that  opinion,  DENTON  said  that  he  had  not  prepared  the  language,  that  no  one  at  the  institution  36 
had,  and  that  he  did  not  believe  that  WARD  had  written  it  but  had  provided  him  the  language  to  include  on  37 
the  note.    He  had  no  other  specific  information.  38 

39 
DENTON  was  shown  a  copy  of  the  September  12.  1985  Minutes  of  the  Board  of  Directors  of  MFC  that  40 
authorized  the  MFC  purchase  of  IDC  property.  DENTON  could  provide  no  specific  information,  but  said  that  41 
the  date  on  the  minutes  did  not  mean  anything.  He  said  that  "Dates  had  little  to  do  with  when  documents  42 
were  done  at  Madison."  He  said  that  there  were  so  many  instances  of  backdating  documents  that  he  would  43 
not  assume  that  anything  occurred  on  the  listed  date.  44 

45 
DENTON  was  shown  a  copy  of  a  September  3,  1985  letter  from  MCDOUGAL  to  WARD  that  referred  to  a  46 
conversation  of  the  previous  Friday  wherein  it  was  reportedly  agreed  that  WARD  would  purchase  the  property     47 
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north  of  145th  Street  and  the  utility  plants,  and  that  'Madison"  would  take  an  option  for  270  days  to  purchase 
the  property  for  $37,000  more  than  paid  and  cover  any  tax  consequences.  DENTON  said  he  was  only  vaguely 
familiar  with  the  letter. 

DENTON  was  shown  a  copy  of  a  September  24.  1985  lener  agreement  signed  by  WARD  and  MCDOUGAL. 
that  set  forth  the  agreement  between  MCDOUGAL  and  WARD  concerning  the  division  of  the  property  and 
assets  to  be  purchased  by  WARD  and  "Madison  Guaranty  Savings  and  Loan  Association."  The  letter  referred 
to  a  right  of  assignment;  an  option  to  purchase  the  property  bought  by  WARD;  and  an  agreement  that 
proceeds  of  the  sales  of  property  would  be  applied  to  the  WARD  note;  and  commissions  to  be  paid  to  WARD 
on  sale  of  property.     DENTON  said  he  was  vaguely  familiar  with  the  letter. 

DENTON  was  questioned  concerning  the  pay  off  of  the  loan  made  by  WARD  to  purchase  the  IDC  property. 
DENTON  said  that  it  had  been  his  understanding  that  all  sales  of  property  north  of  1 45th  Street,  or  the  assets 
of  ISC,  were  to  be  applied  to  the  WARD  note.  He  said  that  he  and  LATHAM  were  advised  of  that  manner  of 
repaying  the  note  by  MCDOUGAL  and  WARD,  but  he  could  not  recall  when  he  first  learned  that.  He  said  that 
he  did  not  know  at  that  time  that  commissions  were  to  be  paid  to  WARD  for  sale  of  the  properties.  DENTON 
said  that  the  sale  of  two  parcels  of  property  were  eventually  applied  against  the  WARD  note;  the  CASTLE 
SEWER  AND  WATER  purchase,  and  the  FULBRIGHT  purchase.  DENTON  said  that  it  was  his  recollection  that 
both  sales  were  concluded  on  February  28,  1986.  and  the  proceeds  were  in  fact  applied  against  the  WARD 
note. 

DENTON  said  that  after  the  sale  of  those  two  properties,  there  remained  two  parcels  owned  by  WARD.  One 
was  a  sixty  to  seventy  acre  parcel  at  the  northeast  corner  of  the  IDC  property,  and  tracts  27  and  28  of  Holman 
Acres.  DENTON  said  that  he  believed  that  WARD  still  owns  an  interest  in  the  parcel  of  property  at  the 
northeast  corner. 

DENTON  said  that  it  was  his  understanding  that  the  sales  to  CASTLE  SEWER  AND  WATER  and  FULBRIGHT, 
and  the  application  of  those  funds  against  the  WARD  note  was  a  single  transaction,  intended  to  occur 
simultaneously.  DENTON  was  shown  a  copy  of  a  Deed  of  Release  dated  February  1 9,  1 986  that  released 
WARD  from  the  note,  and  was  asked  why  the  Deed  of  Release  preceded  the  CASTLE  SEWER  AND  WATER 
and  FULBRIGHT  transactions,  since  in  effect  WARD  was  released  before  the  consummation  of  the  sales  whose 
proceeds  were  applied  against  the  note.    DENTON  could  not  provide  an  explanation. 

DENTON  was  asked  whether  the  timing  of  the  sales  to  CASTLE  SEWER  AND  WATER  and  FULBRIGHT. 
occurring  as  they  did  shortly  before  the  beginning  of  the  FHLBB  examination  at  MGSL,  was  done  specifically 
because  of  anticipated  scrutiny  of  the  examiners  of  the  WARD  note  and  IDC  purchase.  DENTON  said  that  he 
would  not  answer  that  question  before  being  granted  a  letter  of  immunity.  He  then  said  that  WARD  had  the 
note,  and  that  it  was  "obvious*  that  MGSL/MFC  "...bought  way  outside  their  limit." 

DENTON  was  asked  whether  he  was  specifically  told  that  the  above  transactions  had  to  be  done  before  the 
arrival  of  the  examiners.  He  said  that  he  had  not.  He  was  asked  if  he  had  received  any  similar  instructions. 
He  said  that  "Three  guys  sitting,  raining,  thundering,  don't  have  to  be  told  to  get  your  raincoat." 

DENTON  was  asked  whether  he  had  any  knowledge  concerning  the  possible  backdating  of  documents  related 
to  this  transaction.  He  said  he  did  not.  He  said  that  he  believed  that  the  loans  were  all  booked  on  the  same 
day.  DENTON  said  that  he  did  not  know  who,  if  anyone,  had  told  him  that  the  transactions  occurred  for  the 
benefit  of  the  examiner's  review,  but  that  "...one  could  look  at  it  and  conclude  that  it  was."  DENTON  said 
that  he  realized  that  he  still  had  potential  civil  liability  in  this  matter  and  that  "I'm  not  going  to  dig  myself  in 
a  hole." 
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DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  3003  of  October  25,  1 
1996  for  $5,000.  DENTON  said  that  he  had  no  recollection  of  that  loan.  He  was  asked  whether  the  proceeds  2 
of  that  loan  were  utilized  by  WARD  for  personal  travel  to  France.  DENTON  said  that  he  recalled  that  a  3 
Concorde  airplane  had  come  to  Little  Rock  on  one  occasion,  that  WARD  had  travelled  to  France  on  the  4 
Concorde,  and  that  he  believed  that  may  have  been  the  purpose  of  the  loan.  5 

6 
DENTON  was  questioned  and  shown  certain  documents  about  WARD  loan  number  3271  of  January  27,  1 986  7 
for  $91,500.  DENTON  had  no  recollection  of  that  loan.  He  was  advised  that  the  proceeds  of  the  loan  were  8 
deposited  at  CITIZEN'S  NATIONAL  BANK  in  Fort  Scon,  Kansas.  DENTON  said  that  WARD  was  involved  in  9 
some  business  ventures  with  JOE  IDA  of  Fort  Scott,  including  a  business  involving  TERRY  SCOTT  involving  10 
ultra  light  airplanes.  DENTON  opined  that  the  loan  may  have  had  something  to  do  with  one  of  those  business  1 1 
ventures  between  WARD  and  IDA.  •  12 

13 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  3359  of  February  25,  14 
1986  for  $70,000.  DENTON  said  that  loan  was  related  to  the  pay  off  of  the  WARD  note  2962  made  tor  the  15 
purchase  of  the  IDC  property.  He  recalled  that  after  the  CASTLE  SEWER  AND  WATER  and  FULBRIGHT  funds  1 6 
were  applied  against  WARD'S  note,  a  $53,000  deficiency  remained.  DENTON  said  that  the  loan  was  made  17 
to  get  the  mortgage  released  because  MCDOUGAL  and  LATHAM  wanted  the  non-recourse  WARD  note  off  of  18 
the  books  because  it  would  draw  the  attention  of  the  FHLBB  examiners.  DENTON  said  that  WARD  was  also  1 9 
anxious  to  have  the  note  retired.  20 

21 
DENTON  was  asked  what  difference  it  made  that  the  note  was  paid  off  if  it  was  still  available  for  the  review  22 
of  the  examiners.  He  said  that  a  closed  and  paid  off  note  was  not  as  likely  to  be  scrutinized  by  the  examiners.     23 

24 
DENTON  was  asked  whether  he  had  any  contacts  with  anyone  from  ROSE  relative  to  the  transactions  of  25 
February  28,  1986.  He  said  that  he  believed  that  he  had  some  conversations  with  ROSE  attorney  WEBB  26 
HUBBELL  about  the  transaction,  but  was  not  sure.  DENTON  said  that  he  would  see  WARD  and  HUBBELL  on  27 
occasion  at  WARD'S  home  or  lake  house  and  the  loans  were  discussed.  He  recalled  also  that  WARD  on  28 
occasion  would  walk  into  HUBBELL's  office  at  ROSE,  or  call  HUBBELL  and  tell  him  to  meet  somewhere.  29 
DENTON  said  that  he  was  together  with  WARD  and  HUBBELL  on  more  than  five  occasions.  He  said  that  on  30 
one  occasion  he  went  to  HUBBELL's  office  to  meet  with  WARD  and  HUBBELL.  He  said  that  he  did  not  recall  31 
the  specifics  of  the  office  visit  or  if  anyone  else  was  present.  32 

33 
DENTON  was  asked  whether  he  understood  when  talking  to  HUBBELL  concerning  WARD'S  loans  that  he  was  34 
talking  to  WARD'S  lawyer.    DENTON  said  "I  decline  to  respond."  35 

36 
DENTON  said  that  he  did  not  believe  that  he  talked  to  CLINTON  about  the  WARD  loans,  and  said  that  to  the  37 
extent  of  his  knowledge  he  only  discussed  the  SAVERS  loans  with  CLINTON.  38 

39 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  4027  of  March  31,  40 
1986  for  $400,000.  DENTON  said  that  "This  was  a  loan  to  pay  SETH  WARD  his  commissions."  DENTON  41 
said  that  it  was  generally  understood  that  WARD  was  to  receive  a  10%  commission  on  sales  of  the  IDC  42 
property.  43 

44 
DENTON  said  that  at  that  time,  the  FHLBB  examination  was  underway  and  that  it  became  apparent  to  WARD  45 
that  "Madison  was  going  to  have  problems.  DENTON  said  that  possibly  out  of  an  abundance  of  caution,  since  46 
it  was  apparent  from  early  in  the  examination,  and  that  this  was  an  insider  transaction,  that  there  was  going     47 
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to  be  trouble.  DENTON  said  that  he  believed  that  HUBBELL  was  aware  of  the  examination  and  the  potential 
for  problems  involving  WARD'S  loans! 

DENTON  said  that  LATHAM  told  him  that  the  institution  was  going  to  make  WARD  a  $300,000  loan  to  cover 
the  commissions  that  WARD  was  due  until  such  time  as  the  commissions  could  be  paid.   He  said  that  there 
was  also  to  be  a  $70,000  loan  to  cover  WARD'S  outstanding  debt  to  MGSL  and  anticipated  interest. 
DENTON  said  that  LATHAM  and  WARD  had  worked  out  the  mechanics  of  the  loan  in  order  to  get  WARD  the 
commissions.   DENTON  said  that  he  probably  discussed  this  matter  with  WARD. 

DENTON  was  asked  why  the  22.5  acres  Holman  Acres  property  was  used  as  collateral.  He  said  that  WARD 
probably  offered  it  as  it  was  the  only  piece  of  property  north  of  145th  Street  left  that  was  feasible  to  use. 
DENTON  explained  that  the  only  other  piece  of  property  left  from  WARD'S  acquisition  was  the  property  at  the 
northeast  corner.  He  said  that  property  was  being  developed  as  a  trailer  park,  and  that  individual  parcels  had 
already  been  sold  which  would  encumber  the  note. 

DENTON  said  that  he  did  not  specifically  recall  if  an  appraisal  of  the  Holman  Acres  property  was  done,  but  that 
appraisals  for  MGSL  were  designed  to  support  the  transactions. 

DENTON  was  shown  a  copy  of  the  Holman  Acres  property  description,  dated  March  31,  1986,  that  was 
attached  to  the  mortgage  securing  the  loan.  He  said  he  had  no  specific  knowledge  concerning  the  description. 
DENTON  was  asked  whether  he  discussed  the  property  description  with  any  ROSE  attorney  or  attorney  from 
any  other  firm.  He  said  that  he  did  not  believe  that  he  did.  DENTON  was  asked  whether  he  was  aware  of  who 
prepared  the  description,  and  he  said  he  did  not. 

DENTON  was  shown  a  copy  of  a  September  24,  1985  letter  from  WARD  to  MCDOUGAL  that  concerned  the 
original  IDC  purchase  agreement  between  the  two  of  them,  and  that  included  a  caveat  that  WARD  was  going 
to  retain  title  to  the  approximately  22.5  acres  that  was  the  Holman  Acres  property.  He  was  asked  if  he  had 
any  knowledge  of  that  letter  or  its  preparation.  DENTON  initially  said  that  he  did  not.  He  was  asked  whether 
he  had  any  knowledge  of  the  letter  being  backdated  or  the  property  description  being  prepared  in  connection 
with  this  loan.  DENTON  indicated  that  he  wanted  a  letter  of  immunity  before  answering  the  question.  He  said 
that  he  was  not  sure  if  what  he  knew  could  be  adverse  to  his  interests,  but  that  "I'm  not  digging  a  hole  for 
myself." 

DENTON  then  said  that  as  'a  teaser*.  "I  think  all  of  those  documents  were  drawn  after  the  fact.  These  and 
some  others.   I'll  go  so  far  as  to  say  they  were  drawn  after  July,  1986." 

DENTON  was  asked  why  he  believed  that  documents  were  backdated  or  created  after  July,  1 986.  He  said 
that  his  basis  was  information  that  he  had  supplied  under  subpoena  to  the  Office  of  the  Independent  Counsel 
and  to  the  RTC  outside  counsel  law  firm  PILLSBURY,  MADISON.  SUTRO. 

DENTON  was  questioned  and  was  shown  certain  documents  concerning  WARD  loan  number  4041  of  April  8, 
1 986  for  $70,000.  DENTON  said  that  he  believed  that  proceeds  of  that  loan  were  used  by  WARD  to  purchase 
a  vintage  airplane.  He  recalled  that  $40,000  was  for  the  plane  and  thought  that  the  remaining  $30,000  may 
have  been  for  work  on  the  plane. 

DENTON  was  questioned  and  shown  certain  documents  concerning  a  loan  WARD  made  to  MFC  on  April  4, 
1986  for  $73,70,943  and  a  loan  WARD  made  to  MFC  on  April  7,  1986  for  $400,000.  DENTON  recalled  that 
WARD  had  his  commission  money  from  loan  4027,  and  the  deficiency  payment  on  his  original  IDC  note  by  loan 
number  3359.  but  wanted  greater  protection  in  the  form  of  notes  to  set  off  his  loans.  DENTON  said  that  he 
did  not  soecifically  discussing  these  loans  himself,  but  believed  that  WARD  discussed  them  with  LATHAM  and 
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MCDCUGAL.    DENTON  said  that  "I  was  just  a  secretary"  in  this  matter.  1 

2 
DENTON  was  shown  a  version  of  the  $400,000  note  that  was  for  $300,000  and  asked  if  he  was  aware  why  3 
it  was  drawn.   He  said  that  he  had  no  specific  recollection,  but  that  it  was  possibly  because  of  an  appraisal.        4 

5 
DENTON  was  asked  if  he  was  aware  of  an  exchange  of  $100,000  payments  between  WARD  and  WILSON.  6 
DENTON  recalled  that  WILSON  had  loaned  money  to  MFC  for  use  in  the  CAMPOBELLO  project,  and  that  WARD  7 
had  given  WILSON  $100,00  intending  to  participate  in  the  loan.  WARD  subsequently  changed  his  mind  and  8 
WILSON  returned  the  money.  9 

10 
DENTON  was  questioned  and  shown  certain  documents  concerning  WARD  loan  number  4221  of  June  6,  1 986  1 1 
for  $70,000.  DENTON  recalled  that  the  note  was  to  take  care  of  loan  3359  which  was  made  to  cover  the  12 
deficiency  amount  in  the  payoff  of  the  original  IDC  purchase  note.  Loan  2962.  13 

14 
In  referring  to  the  ongoing  FHLBB  examination  at  MGSL.  DENTON  said  that  "By  June,  things  were  really  15 
festering"  at  MGSL  and  LATHAM  directed  him  to  make  the  loan  to  WARD.  DENTON  did  not  recall  specifically,  1 6 
but  believed  that  the  intention  may  have  been  to  replace  loan  3359  with  a  collateralized  note.  17 

18 
DENTON  said  that  this  note  and  all  of  the  WARD  notes  and  loans  after  March  31,  1986  were  geared  to  pay  19 
WARD  his  commissions.  DENTON  was  asked  why  LATHAM  was  so  anxious  to  pay  the  commissions  and  20 
responded  "To  keep  him  quiet."  When  asked  specifically  what  he  meant,  DENTON  said  it  was  to  keep  him  21 
from  filing  suit  or  bringing  the  situation  to  the  attention  of  the  examiners.  Concerning  the  examiners,  DENTON  22 
said  that  "The  fact  that  we  loaned  him  $400,000  on  a  $50,000  piece  of  property  was  pretty  apparent".  23 

24 
DENTON  said  that  the  proceeds  were  used  to  pay  off  loan  3359  through  an  internal  credit/debit,  and  that  no  25 
money  actually  changed  hands.  26 

27 
DENTON  was  questioned  and  was  shown  certain  documents  concerning  WARD  loan  number  4215  of  June  28 
1 0,  1 996  for  $93,000.  DENTON  said  that  he  believed  that  it  was  used  by  WARD  to  consolidate  other  loans,  29 
such  as  the  airplane  and  automobile  loans,  and  paid  off  loan  4041 .  30 

31 
DENTON  was  questioned  concerning  the  May  1,  1986  option  agreement  by  which  MFC  agreed  to  purchase  32 
the  Holman  Acres  property  from  WARD  for  $400,000.  WARD  said  that  at  the  time,  he  assumed  that  HUBBELL  33 
prepared  the  option.  Concerning  the  attendant  property  description,  DENTON  remarked  that  "Hillary  made  a  34 
mistake"  but  when  asked  whether  he  thought  it  was  prepared  by  HUBBELL  or  CLINTON,  he  said  that  "They  35 
(ROSE)  billed  for  it."  DENTON  said  that,  as  he  recalled,  there  was  an  error  in  the  original  property  description  36 
that  was  listed  on  the  option.  He  was  asked  when  he  discovered  that  there  was  an  error  on  the  original  option  37 
and  said  that  he  declined  to  respond.  38 

39 
DENTON  was  asked  who  ROSE  was  representing  in  the  preparing  of  the  option,  MGSL  or  WARD,  and  said  that  40 
"Looks  to  me  like  they  were  representing  both."  He  was  asked  if  he  knew  at  the  time  that  ROSE  was  41 
representing  both  WARD  and  MGSL/MFC  and  he  declined  to  answer.  42 

43 
DENTON  said  that  the  first  time  he  became  aware  of  the  option  was  on  July  14,  1986.  He  said  that  at  that  44 
time,  he  was  given  an  unsigned  copy  of  the  option  by  WARD.  He  said  that  "I'm  sure  his  intent  was  to  inform  45 
me  of  its  existence  ...  to  bring  me  into  the  loop  of  knowing  what  the  understanding  was."  DENTON  recalled  46 
that  the  option  he  received  from  WARD  on  that  date  was  an  unsigned  copy.   He  said  that  he  could  not  recall      47 
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specifically,  but  believed  that  WARD  may  have  come  to  his  office  and  made  some  remark  such  as  that 
DENTON  needed  the  option  for  his  file.  DENTON  said  that  he  believed  that  WARD  gave  him  at  that  same  time 
a  copy  of  the  September  24, 1 985  tetter  agreement  between  WARD  and  MCDOUG AL  concerning  the  purchase 
of  the  IDC  property  that  included  the  caveat  concerning  WARD  maintaining  title  to  the  22.5  acres  Holman 
Acres  property.   He  said  that  he  believed  that  the  letter  he  was  given  at  that  time  was  an  unsigned  version. 

DENTON  was  asked  what  he  did  with  the  option  and  letter  agreement  when  WARD  gave  it  to  him  and  said 
that  he  would  have  kept  one  copy  for  his  file  and  put  another  copy  in  the  institution's  files.  DENTON  said  that 
he  was  presently  aware  that  July  14,  1986  was  also  the  same  day  that  CLINTON  wrote  a  letter  formally 
withdrawing  from  representing  MGSL,  but  that  he  did  not  know  that  at  the  time. 

DENTON  was  asked  whether  the  option  agreement  had  anything  to  do  with  the  commissions  due  WARD.  He 
stated  "I  decline  to  answer". 

He  then  said  that  the  intention  of  the  exchange  of  the  offsetting  notes  between  WARD  and  MGSL/MFC  was 
to  pay  WARD  his  commissions,  and  that  the  purpose  of  the  option  was  to  validate  the  value  of  the  property 
and  to  document  that  value. 

DENTON  said  that  he  was  aware  at  the  time  of  the  demand  by  WARD  for  his  commissions,  that  there  was  no 
money  available  to  pay  WARD  his  commissions,  and  that  the  offset  notes  were  generated  to  satisfy  the 
payment  of  the  commissions. 

DENTON  said  that  he  did  not  know  whose  idea  the  option  was. 

DENTON  was  asked  what  he  thought  the  purpose  of  the  option  was.  He  said  that  he  thought  that  the  purpose 
was  to  strengthen  WARD'S  ability  to  set  off  the  $400,000  loan  he  had  made  to  cover  the  commissions,  and 
also  believed  that  the  option  served  to  evidence  the  value  of  the  property. 

DENTON  said  that  in  1986,  he  recalled  discussing  the  option  with  no  one  other  that  WARD.  Near  the 
conclusion  of  the  interview,  DENTON  said  that  he  believed  that  the  error  in  the  description  was  raised  by  the 
FHLBB  examiners. 

DENTON  was  questioned  concerning  two  June,  1 986  memorandums  from  LATHAM  to  WARD  releasing  him 
from  personal  responsibility  on  loans  4027  and  4221,  and  left  the  only  recourse  as  the  22.5  acres  Holman 
Acres  property.  DENTON  said  it  had  been  his  understanding  that  the  loans  were  all  engineered  to  pay  WARD 
his  commissions,  but  that  at  some  point  WARD  got  some  advice  that  the  loans  as  made  were  not  as  "ironclad" 
as  he  had  thought. 

DENTON  was  questioned  concerning  a  December  11,1 986  letter  from  WARD  to  him  by  which  WARD 
submitted  a  Quit  claim  deed  returning  control  of  the  Holman  Acres  property  to  MGSL  and  satisfying  WARD 
Loans  4027  and  4221.  DENTON  recalled  receiving  the  letter  from  WARD  and  said  that  it  was  his 
understanding  that  WARD  wanted  to  document  the  status  of  the  loans.  DENTON  was  asked  whether  he 
discussed  the  lener  with  WARD  and  said  that  he  felt  certain  that  he  did,  but  that  he  could  not  recall.  He  also 
said  that  he  might  have  discussed  it  with  WARD,  that  HUBBELL's  secretary  may  have  prepared  it,  and  that 
"WEBB  sent  it  to  me". 

DENTON  was  questioned  concerning  a  December  22.  1986  lener  from  him  to  WARD  acknowledging  the 
receipt  of  the  WARD  letter  and  Quit  claim  deed.   He  acknowledged  that  he  sent  the  lener. 

DENTON  was  questioned  concerning  any  information  he  had  concerning  CASTLE  INDUSTRIES.  He  said 
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that  it  was  a  company  headed  by  an  individual  named  ALISON.  He  said  that  he  understood  that  WARD  owned 
20,000  or  30.000  shares  in  CASTLE  INDUSTRIES  and  saw  it  as  an  opportunity  to  get  some  of  the  mobile 
home  work  on  the  former  IDC  property  to  CASTLE  INDUSTRIES. 

DENTON  was  questioned  concerning  a  ROSE  billing  entry  that  indicated  that  he  spoke  with  CLINTON  on  April 
7,  1 986  relative  to  the  IDC  matter.  DENTON  said  that  he  had  no  recollection  of  the  call,  and  believed  that  the 
entry  may  have  been  in  error.  He  said  that  there  was  an  April  1 ,  1 986  telephone  message  from  CLINTON  to 
him  that  he  had  maintained,  but  that  he  did  not  recall  what  the  purpose  of  that  call  was. 

At  the  conclusion  of  the  interview,  DENTON  was  asked  whether  during  the  time  that  the  events  were  occurring 
he  had  any  discussions  with  any  ROSE  attorney,  any  ROSE  attorney  not  acting  on  behalf  of  ROSE,  any  other 
attorney  from  any  other  firm,  or  any  other  person  concerning  the  issues  that  had  been  addressed  in  the 
interview.   He  said  that  other  as  he  had  already  advised,  or  had  declined  to  answer,  he  did  not. 
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No.  7326  Madison  Guaranty  Savings  &  Loan, 
Little  Rock  Arkansas  -  Meeting  with  Don  Denton 


On  April  28,  1984  a  meeting  was  held  in  Little  Rock, 
vrkansas  with  Don  Denton,  Chuck  Patterson  and  myself.  TY 
>1  lowing  are  my  notes  from  that  meeting. 


-on  started  his  relationship  with  Madi sort  Guaranty  i\ 
April  of  18.8  5.   He  stated  he  knew  McDougai  from  earlier  banking 
days  whenxHe  was  associated  with  Union  National  Bank  in  Little 
Rock.   Denton  was  originally  hired  as  a  consultant  but  later  in 
,1.986  he  learned  he  was  appointed  to  the  chief  lending  officer 


His^primary  purpose  for  hire  was  to  generate^$50  miliion  in 
additional  size  to  the  institution.   This  growth  whs  to  be  in 
the  way  oK loans.   Denton  6aid  that  McDougai  had  approximately 


$50  mil 


lifcin  Invested  in  fed  funds  and  wanted  to  converts  this 


money  i  nto  market^  rate  loans . 

In]  late  1984  to  early  1986  McDougai  took  in  a  sizable 
t  of  brokered  funds  toxoffeet  these  deposits.   He  wanted  jto 
get  out  of  real  estate  and  consumer  loans  and  invest  in 
commercial  projects.   DentonNwas  a  commercial  loan  officer  ax 
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Union  National  JJrfnk  and  contacted  many  of  his^^d  customed  and 
mowed  them/to  Madi6on  Guaranty.   Denton  explained  that  the 
l/iabilityside  of  the  balance  sheet  for  the  institution^  was 
ligher/than  the  asset  side  and  needed  numerous  loans  to  of fee 
'this /exorbitant  cost  of  funds.   When  asked  about  who  handlted  t 
brokered  deposits  Denton  explained  that  the  company  owned  by  Dajn 
Lasater  and  a : firm  in  Kansas  City  supplied  the  broker  deposits. 


Denton  stated  there  was  no  true  loan  department  and  no 
re  or  loan  committee  at  the  institution.   He  stated/the 
:ion  operated  as  an  institution  the  Bize  of  §7  mil/lion 
:o  develop  a  loan  committee  at  the  institution.  /However 
rommittee  was  considerably  diluted  by  the/number  o 
.actions.   Denton  calculated  that^ctose  to  50%  of 
>an  transactions  made  by  Hadispn_were__to_f riends— an 
family  of  McDougals. 


Denton  stated  that  Sarah  Hawkins  was  to/be^a^compliance 
4f f icex.  and  handle  liaison  with  the  federal  home\loan  b^nk  board 
^nd  be  a  representative  on  all  minority  committees.  \John  Selig 
.classified  as  the  general  counsel  for  the  institution 
name  of  Steve  Cuf fman  handled  many  of\  the 
and  collection  problems.   Another 
ins  handled  some  loan  documentation 
vthatXmany  of  the  insider  loans  did/not  hav 
qn.   Most  were  considered 


character 


e  way  ot  documentation. 
loans  with  no  financial 


statements  or^proper  filings 
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The  work  on^TiOB  Main  had  started  prior^to  his  arrival 
dJyd  know  that   John  Latham  did  own  property  next  to\the 
/ddresB ./  There  was  extensive  media  coverage  on  this 
he  area.   Jim  Guy  Tucker  lived  in  this  area  and  was  wor\ 
with /McDougal  to  clean  up  the  area  to  attract  new  businesses 
investors . 


Pea 


Denton  remembered  that  one  of  the  stockholders  by  the  tame 


i:ock  owned  real  estate  at  12th  and  Main.   He  suggested  t 
\we  check  into  this  transaction  as  he  knew  that  considerabl 

boulit  of  funds  went  into  the  building  at  12th  and  Main.  /Den-jfoi 
d£d  not  recall  the  assumption  by  Lisa  Aunspaugh  of  the  1308 
property  but  knew  that  Bill  Henley  ended  up  with  ownership  o 
this  property.   When  asked  Denton  stated  that  Bill  Henley  coiMd 
always  borrow  $190,000  from  the  institution  if  so  needed_.__In — I 
viewing  some  of  the  other  transactions  Bill  Henley  was  involved 
in,  Denton  described  the  130B  Main  transaction  as  one  of  the 
better  deals  that  Bill  was  in.   Denton  statedtheentire  process 
<j>f  transferring  property  of  1308  Main  was  to  reduce  the 

nvestment.  by  the  savings  and  loan  in  the  service  corporation. 

the  1300  block  of  Main  Denton  6tated 

to  clean  up  this  area.   When  MiDougal 
investors  he  ended  up  selling  phe 

Denton  claimed  that  he/may  havje 
loan  documents  but  was  not 


SEN  2T635 
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stated  tha 


Denton  stated  that  he  knew  Seth  Ward  from  his  relationship 
aj/  Union  National  Bank.   He  considered  their  relationship  t^o  be 
friends /£nd  that  he  was  introduced  through  Bob  Wilson\in  1975j. 
/His  first  loan  to  Ward  involved  a  steel  plant  in  Arkansa 
Denton  financed  many  loan  deals  for  Seth  Ward.   Many  of  them 
were  profitable  as  well  as  some  were  losses.   Denton  even 
admitted  to  socializing  regularly  with  Seth  Ward. 

At  a  dinner  social  event  with  Ward,  Denton  was  informe'd 
jtha^  the  company  POM  had  been  transferred  from  Seth  Ward  to  hiis 
ikeeter  Ward  and  that  he  was  looking  for  something  to"  do./ 
th^t  time  Denton  asked  McDougal  if  Ward  could  be  involved 
some,  oi\the  savings  and  loan  activity.   McDougal  hired  Ward  [to 
assist  Ddn  Denton  in  his  efforts  to  find  commerdlal  deals  forv 
the  instsitu\ion.   Ward  wa6  also  to  assist  JMajUson  Financial— inJ 
obtaining  and  transacting  real  estate  acquisitions.   Denton 
arranged  for  the  meeting  between  McDougal  and  Ward  so  that  they 
Ebnld  discuss  the  consulting  contract  with  Ward.   Denton  was  not 
involved  in  those  discussions  nor  was  Denton  involvedNin  the 
discussions  about  who  would  buy  what  portion  of  property 
5urrounding\Castle  Grande.  \ 

\ 

s  involved  in  two  types  of  transactions.   benton\ 
length  transactions  and  policy  loans/.   In  An 


transaction  Denton  would  evaluate  each  deal/ and  do 
to  properly  dobument  the  loan.   He  would  do  due 
ibe  review  on  all  transaction,  .  On  policy^lOans  McDouga 


SEt>/"21636 
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generally  would 


to  Denton  and  tell  him 


making  a  particular  loan  and  do  the  necessary  paperwork.   At 
.mee  La jrh am  would  also  carry  this  message  from  McDougal  and 
ransmft  it  either  a  memo  or  phone  call.   Only  these  two 
individuals,  McDougal  and  Latham,  had  the  authority  to  make 
these  policy  loans.   When  asked  if  Ward  was  involved  in  an 
other  ventures  at  the  same  time  he  was  involved  at  Madison, 
Denton  stated  from  October  of  '85  through  April  of  '86  Ward|was 
involved  in  manufacturing  of  ultralight  airplanes. 


Denton  stated  his  first  contact  with  McDougal  and  Fulbright 
when  the  chairman  of  the  board  of  Union  National 
s  to  him  and  asked  him  to  prepare  the  necessary 
paperworks, tor  a  real  estate  deal  involving  the  two  individua] 
this^arrapgement  McDougal  would  locate  land  for  investment 
and  make  arrangements  for  the  necessary  financing.   McDougal 
would  then  place  the  real  estate  back  on  the  market  after 
subdividing  the  tract  into  smaller  sections./  Of  that  land  that 


as  kold,  McDougal  would  generate  his  own  internal  paper  and 
then  pledge  that  paper  as  collateral  on  the  real  estate 

s  with  Union  National  Bank.   Denton  stated  that  most 
6t   the  baper  generated  by  McDougal  had  only  a  50%  collection 
rate.   tenton  estYmated  that  McDou.  al  and  Pulbright  did 
Approximately  30ti.  different  real  estate  development  transaction^ 
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One  day  thc'chairman  of  Union  National  approached  Denton 
about  another  transactions  involving  McOougal.   However,  instead 
/f  Fulbr^ght  being  the  partner,  the  partner  was  Bill  Clinton. 
Phis  transaction  turned  out  to  be  the  first  White  Water  \ 
(purchase.   Later,  McDougal  cane  into  the  institution  to  visit 
wit*/  Denton  about  a  purchase  of  a  condominium  complex  with  \Jim 


Guy 


ind 


Tucker.   Denton  stated  the  name  of  the  condo  was  called 


Plate  Condominiums  .and  the  effort  was  to  resell  these  units 


vidual  businessmen  in  the  Little  Rock  community. 


ater,  McDougal  teamed  with  Steve  Smith  to  buy  the  bank 
Kifoqstbn,  Arkansas.   Smith  served  as  an  administrator  aid  to 
Bill\  Cltgiton  in  his  firEt  term  as  Governor  for  the  state  of 
Arkansas . \  Denton  also  recalled  that  Smith  was--politically 

involvedXin  \ome  of  Fulbrighfs  terms  of  office. McDougal- 

quickly  ran  into  problems  with  debt  service  and  many  of  his 
loans  became  classified  with  different  institutions.   One  of 
i^hose  classified  loans  was  with  the  Citizens /fiank^in  Flippin, 


Arkansas.   Union  National  Bank  purchased  stock  in  Citizens '  Bank 


that  contained  the  large  White  Water  development  loan,.   McDougal 


.hen  ma 


\ 


\ 


\, 


a  deal  with  Jim  Guy  Tucker  to  help  him  move  his 
c^lassif jed  xoans  if  Tucker  helped  McDougal  with  this  task, 
tucker  ^ould  deceive  100%  ownership  of  the  condominium  complex 
and  McDciugal  would  regain  all  of  the  land  in  Marion  Counjty, 
Arkansas,  which  is  where  white  Water  exists. 
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Wils6r 


When  discussing  Castle  Grande  Denton  stated  Bob  w 
id   the  savings  l  loan  in  early  19B6.   Moat  of  the  transactions 

nvolvi^g  Castle  Grande  in  19BS  had  been  completed  or  iiad  th£ 
prope/ty  resold  by  the  tine  Wilson  was  at  the  institution - 
negotiated  the  purchase  of  Castle  Grande  in  an  effort  to  get 
locAl  banks  off  the  hook  of  their  loans.   Castle  Grande  is 
associated  with  IDC.   Ward  also  made  statements  that  this 
pin  chase  was  at  an  extremely  good  price.   IDC  was  is  the 
business  of  warehousing  land  that  could  be  bought  at  a  low 
dollar  figure  for  industrial  development  sites.   IDC's  fir/st 

s  land  on  65th  Street  which  was  a  successful  vtsnturi 
THey  then  turned  to  buy  the  tract  of  land  on  145th  Street  which 
is  knowV)  as  Castle  Grande.   IDC  made  arrangements  for  several 
companiesXto 

Levi  Straus\leans.   When  this  project  sloped, —interest— payments 
on  the  property  became  a  capital  problem.   Many  area  banks  that 
held  loans  for  IDC  on  this  property  were  forced  to  charge  off 
the  interest  and  some  principal.   When  asked;  who  helped 
negotiate  the  legal  aspects  for  IDC,  Denton  stated  the  name  of 
barrel  1  Dover  as  representing  IDC  in  Little  Rock 


build  distribution  sites  on  this  property  such  a: 
t  slowed. 


rande 
tfard  ha 
anyone 

Ward  fo 
by  Be  a 


Whan  the  transaction  to  purchase  IDC's  interest  in  \Castl< 

there  was  no  counsel  present.   According  to  Dentojn,  Set) 

ndled  most\of  'the  negotiations.   It  was  not  known  if 

from  the  RoaeXlaw \irm  offered  advice  for  counseling  to 

r  this  purchase -\The  transaction  was  originally  closec 

Title  Company  in  Little  Rock.___It  was^ac  this  time  w 


en 


-7> 
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Dentzbn  notified^ua  that  he  held  copies  of  records  from 
ana  that  he/would  be  willing  to  furnish  those  record 
son  receipt  of  an  administrative  subpoena. 


Denton  atated  that  he  never  met  with  anyone  of 
firn/  regarding  Castle  Grande  or  Castle  Sewer  i   Water 
It  yas  not  known  to  him  that  Rose,  firm  offered  any  advice  ti  any 
Madison  related  individual.   The  sale  of  the  sewer  and  water 
ity  complex  was  termed  highly  informal.   Denton  stated  tha 

ney  Dover  could  have  handled  the  entire  transaction  on  h 
Ward  ended  up  buying  all  the  property  north  of  145th 
St^eetN^and  the  sewer  and  water  utility  while  Madison  Fihancia'l 
purchased  all  the  property  south  of  145th  Street.   Denton  stated 
the  putposte  of  this  transaction  in  the  structuring  of  this 
transaction  >*as  to  *v°id  investment  regulations  by-MadiBon— 
Financial.   Denton  stated  it  was  knowledge  within  the 
organization  that  Madison  Financial  could  not  buy  the  whole 
Tract  of  land  under  the  investment  regulations." 


Ward\received  commission  on  everything  sold  in  the  entire 
(tastle  (fcand    omplex.   However,  Denton  believed  Ward  wW 

capacity  with  sales  of  tracts  north  of  a45th 
Dentoh  agreed  that  the  appraisals  performed  on  thi6 
were  badi\  Denton  termed  the  appraisals  as  made/ to  fit | 
iBtruqted>v  The  primary  appraisers  were/George 
ai}d  Robert  PalmerX  WherKa^sked  if  there  was  am 
cjiscuss^ons  about  the  appraisals,  Denton  stated-that  Sarah 
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d  issuea  Beveral  notices  about  needing  to  comply  with 
r^gulatione^eatablished  by  the  Federal  Home  Loan  Bank  Boarc 


ft  was  in  Denton's  opinion  that  the  Ward's  loans  vara  mape 
to  warehouse  property  on  behalf  of  Madison  Financial  thatYthe 
loans  Ward  held  on  property  in  Castle  Grande  were  to  be  the 
fiifst  loans  taken  out  by  sales.   McDougal  had  to  make  the  cffo::t 
reduce  this  $1  Billion  loan  to  Ward  as  it  was  on  a  non- 
ourse  basis.   HcDougal  knew  that  this  loan  would  be 
sified  by  examiners  if  discovered. 


[nvolving  some  of  the  subsequent  sales  to  Tucker  and 
Furbridht  according  to  Denton,  Madison  Financial  sold  the 

ior  to  actual  ownership  and  had  to  have  Ward  complete 


the  transaction  after  the  fact  in  transferring jthe_ property— toJ 
Madison  Financial.   To  help  correct  this  oversight  and  complete 
the  deal,  Denton  was  required  to  draw  the  necessary  notes  and 
ofcder  the  necessary  title  work.   Denton  beli^ved^that  McDougal 
called  Fulbright  and  asked  him  to  warehouse  thie  land  an  hi6 
behalf  with  some  form  of  guaranty  of  a  profit  at  the  end .  \  These 


loans  i 


ring  Fulbright  were  later  paid  off  by  the  Stephens 


Bank  possibly  Under  the  direction  of  Witt  Stephens. 

\  X 

n  addressing  tne  sale  of  property  to  Davis  Fitzhuofh,  the 
ice  was  based  upon  the  debt  service  needed.   Denton 
tte|i  to  drafting  the  notesf  or  this  transaction. /The  pricyt 
>ias  basled  on  the  cash  recelyed  from-Levi  in  rent^that  would 
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a  debt  service.   Denton  viewed  this  entii 
a  warehousing  on  behalf  of  Madison  Financial^ 
loan,  Pulbright  loan  and  Tucker  loan  were  undei 
assification  of  do-it  loans.   Denton  was  basicallyNtold  \to 
ions.   However,  he  does  not  remember  directly) 
e  orders . 


In  January  of  1986  Madison  Guaranty  made  a  loan  to  Jim  Guy 
amount  of  $260,000.   Of  that,  $135,000  was  fdr  th 
land  in  the  Castle  Grande  development.   Another   / 
to  be  for  a  feasibility  study  and  land  clearance/. 
Denton  this  should  have  been  6tated  in  the  loan/ 
nation.   However,  according  to  Denton' a  memory,  he 
thoug 

lining  $150,000  for  some  unknown-use  — His- orig 
thought  was  that  the  $150,000  wa6  for  construction  of  a 
convenience  store  on  this  site. 


actual  sales  price  of  the  property  was  only  $110,000 

own-use. —  His- original 


that  loan  he  stated  that  Dan  Garner  was  the 

and  that  he  at  one  time  was  a  consultant  to 

e  company.   In  Denton's  view.  Tuckers  wa6  hot 

ndlvidual.   Many  of  Tucker 'b  loans  at  t) 

jected  to  by  Denton.   When  his  objections 
numerous.,  HcDougal  removed  him  from  handling  /any  of 

all  loans  to  Tucker's  cable  company/. 


SEN  2164: 


452 

/  When  askedwhy  McDougal  picked  the  locationexthat  he  aid 
for  his  developments,  Denton  stated  that  if  the  dirt\(as  cheap, 
McDouga/was  known  to  buy  it.   Host  of  McDougal 's  land  purchases 
were  based  on  some  emotional  reason  versus  logic  reason.  \At  o 
time/McDougai  was  known  to  purchase  land  purely  to  help  a  frier 
out  /of  a  financial  bind. 


Madison  Guaranty  was  at  one  time  involved  in  a  plan  to  |ope 
brewery  with  a  William  T.  Lyons.   Mr.  Lyons  cu 
\rew^ry  in  Montecello,  Arkansas  and  was  wanting  to 
bAewelcy  to  the  Little  Rock  area  with  the  assistance 


Lscussing  the  sewer  and  water  utility  loar 
stated  \her^  were  two  loans,  one  for  $900,900and 
$150,000. \J?nere  was  also  an  additional  $150,000  obtained  from 
the  company  owned  by  David  Hale.   Hale  obtained  these  funds  from 
a  transaction  in  selling  property  to  Dean  Paul.   The  Dean  Paul 

raiteactions  was  $125,000  loan  that  helped  Halerecap^alize  his 
SBIC  company  and  meet  the  necessary  requirements  tO\make^an 

nvestmentxpf  this  Bize.   These  funds  also  were  part  of  the 


transacti 


ame  of 


ion  lk  which  Susan  McDougal  received  $300,000  urider  tf\e 
r  Marketing  which  iB  a  subject  of  a  White  Water 


Haste 


evelopment  purchasevin  Little  Rock,  Arkansas. 


According  to  Denton,  International  Paper  Company  had 
purchased  a  piece  of  property  known  as  the  Woodson  Lateral  Roac 
tjract.   This  property  was  located  soutJT~of  the~~Castle  Grande 
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development.  JPhe  Dean  Paul  loan  for  $180,000  va$  secured  W  a 
jottion  of/fchis  tract  of  land  in  the  Woodson  laterar\which  Had 

sen  pur-chased  from  International  Paper.   A  portion  of  Vhoee 
iroceetis  were  funnelled  to  Oavid  Hale  who  in  turn  loaned 
$300/000  to  Susan  McDougal  for  the  down  payment  of  several\acre,s 
adjacent  to  the  Voodson  Lateral  area  known  as  Woodson  Heigh 

Dpugal  6tated  the  sole  purpose  of  this  $025,000  was  to 
recapitalise  the  SBIC  for  the  purpose  of  closing  the  two 
sections  for  the  benefit  of  Jim  McDougal. 

first  note  to  Davis  Fitzhugh  was  non-recourse.  /Phis, 

later  exchanged  for  a  recourse  note  for  the  purpose  /of 

lators.   Denton  received  these  orders  to  change  the  note 

Latham  as  Denton  remembered  this  was  to  be  a  temporary 

prary 

iqnld  be  reversed  back  to  the  non-recourse-note- aTEer 

the  examiners  left  the  institution. 


When  asked  about  the  hook-up  arrangement  with  the  sewer  and 


vateriitility,  Denton  stated  he  only  heard  about^this  guaranteed 
hook-up  after  Jim  McDougal  was  removed  from  the  institution  from 
Jim  Guy  Tucker.   Denton  stated  that  he  could  have  possibly  been 
.  nvolved  inxthex  documentation  but  did  not  remember  the  \ 
.ransaci  ion    Denton  heard  there  was  originally  to  be  $250,000 
.oans  from  David  Hale ;a  Company,  SBIC.   One  was  the  down/paymen 
oan  which  was  used  in  the, original  purpose.   The  second  loan 
Jras  to  i>e    for  working  capital  :\  However  this  second  loan 
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•never  completed^"  Denton  Epeculated  that  SBIC^tiid  not  havtk  the 
necessary  funds  to  make  this  loan. 


len  aaked  about  booking  the  traneaction,  Denton  stated 
that/ the  transaction  was  booked  on  the  SiL  system  to  help  make 
the/ appearance  of  a  better  capital  position  than  actually  \ 

exiiated. 


Denton  stated  that  Robert  Wilson  was  a  long-time  mortgage i 
banker  in  the  Little  Rock  area.   He  had  sold  his  business  yto 
irsr  Commercial  Bank  and  then  joined  Union  National  Banl/  in 
19\75  no  help  set  up  a  mortgage  business  for  that  institution^ 
Wilson  \as;a  member  of  the  Union  National  Bank  exeputive 
commifc£ee\and  long  time  friend  to  Denton  and^Seth  Ward.   Dentc 

>11  three  had  socialized  on  a  Ifrequent-basi  s-r- 
Denton  introduced  Wilson  to  McDougal  who  in  turn  hired  Wilson  to 
evaluate  and  help  with  the  Campobello  development.   Denton 
relieved  that  Wilson  may  have  assisted  in  finding- the  investment 
jroup\of  Head  Harbor  Holding  Company  for  its  investmenfc\in 
Campobello.   Wilson  and  Seth  Ward  are  both  on  the  board  ofx 
directors  for  the  Little  Rock  airport  and  helped  arrange  Denkon 


obtain  : lis  Knirre^nt  position  with  the  airport, 


$400,000  loan  to  Madison  Financial  secured  by 
le  Grande  property^ south  of  145th  Street.   Denton  stated 
loan  was  made\|.n  Mar<;h  °*  1966  at  the  same/time  of  the 
Is  with  SBIC  Company.   Denton  speculated  that  this  m,ay 
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have  been  to  help  capitalize  the  purchase  of  Woodson  Heights  by 
Syisan  McDotigal.   At. the  same  tine  ae  this  transaction,  Wilsbn 

id  made'  a  loan  to  William  Darby  who  was  building  a  warehouse  in 
'the  Little  Rock  area.   Denton  was  soliciting  business  foV  the' 
institution  from  Wilson.   It  was  agreed  that  the  institution 
wouid  purchase  this  Darby  loan  from  Wilson.   Denton  admitted 
never  receiving  approval;  however  due  diligence  and  loan  rejviev 
conducted  on  this  transaction. 

Denton  stated  the  savings  &  loan  did  an  abnormal  amount  q/f 
ier  transactions  as  compared  to  other  Bavings  and  loan. 
characterized  the  savings  and  loan  as  a  circus./  He  also 
repeated  a  comment  by  a  Jim  McDougal  who  said  that  the  savings 
and  l\an  \as  a  candy  store.   Denton  felt  that  the  institution^ 
was  obvi'misW  going  to  fair.   However,  at  |thflt_timethe-whoie — ' 
StL  industry  was  facing  financial  problems. 


When  asked  about  the  involvement  of  Sarah  Hawkins,  Denton 
stated  that  she  was  in  need  of  a  job  and  that  at  times  ehe  and 
Denton  would  "roll  their  eyes  and  say  good  lord"  but  her 
alternebiveXwas  to  quit.. 

Denton  stated-  that  he  saw  some  of  the  paperwork  invplving\ 
lo  but  was  not  primarily  involved  in  any  of  the/ 


Campobel 


transactions .   He  stated  that  the  individual  of  Bob  Wilson  would 
be  someone  to  visit  with  about  Campobello.   Bob  Wilson's  phone 
number  is  (501)  376-7166.  \He  is  currently  the, board  director/  at 
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Citizens'  Bank^xfT  1542  Main  Street.  Thia  is  the  old  Madison 
Guaranty  location.  John  Latham  currently  lives  in  "a.  condominium 
•n  the  river.  Denton  believed  this  name  of  the  condominium  tinit 
a6  called  River  Walk.  Denton  was  not  familiar  with  ApptaieaJ 
Associates  and  believed  Kerr  may  have  sold  property  at  Hapy.e 
CreJk  Farms .  When  asked  about  where  the  funds  from  the 
institution  went  from  the  19B5-86  period,  Denton  stated  that 
Susan  and  Jim  McDougal  took  out  considerable  amount  of  fund:; 
Pat  Harris  took  a  chunk  of  money.  However,  Denton  termed  tj 
stole  money  from  the  institution.  Denton  stated  War/! 
eceive  much  compensation.  Denton  received  no  money. 
La^ham^  received  very  little  and  Greg  Young  did  not  receive 

i  way; of  funds.   At  one  time  Denton  estimated  in  January  of 
1987  the  institution  could  have  been  salvaged^for  $7  million 
problem  accounts. 


Denton  suggested  the  research  of  CE  Ransom.   He  obtained  an 
^s\imated  $400,000  and  believed  these  transaitibnainvolving 

n  a  hunt  club  or  resort  may  be  of  suspiciobs  nature, 
benton  seated  that  Andrew  Clark  only  received  funds  by  providing 


toNihe  institution  through  Quapaw  Title  Compan 
lenton  t  tatted  that  Jim  Guy  Tucker  took  out  considerable  kmount? 
HowteyerV  an  exact  amount  was  unknown.   Denton  statec 
anyone  wefce  tO\question  the  activities  of  Tucker /or  Johh 
the  institution /\thi6  was  automatic  grounds  foi 
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However,  this  was  possibly  through  McDougal's  investment/ 
interest in  North  Central  Arkansas.   He  believed  Wads  was  on [the 
board  taf  the  Flippin  Bank  which  had  made  the  original  loan  to^ 
White  Wa\er.\  When  asked  Denton  was  not  faijiiliar  with_thejiajne, 
Earl  Stafford  who  was  the  father-in-law  to  Chris  Wade. 
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Seth  Ward 
4  8  River  Ridge 
Little  Reck,  Arkansas   72207 

September  24,  1935 


Mr.  James  B.  McDougai,  President 
Madison  Financial  Corporation 
16th  and  Main  Streets  . 
Little  Rock,  Arkansas   72201 

Dear  Mr.  McDougai : 

This  is  to  set  forth  our  agreement  concerning  the  property 
commonly  referred  to  as  ail  the  land  owned  by  the  Industrial 
Development  Company  of  Little  Rock  and  certain  improvements 
thereon. 

On  or  about  the  13th  day  of  September,  1985,  Madiscr.  Guaranty 
Savings  and  Loan  Association  agreed  to  acquire  all  of  the  Industrial 
Development  Company  of  Little  Rock's  property  except  the  grounds 
and  building  commonly  referred  to  as  the  Timex  Building .   In  the 
agreement  Madison  has  the  right  to  assign  its  rights  to  any 
entity  or  individual.   As  part  of  our  agreement,  I  have  agreed  to 
take  title  to  ail  of  the  assets  of  the  aforementioned  property 
that  is  located  i.-maediately  north  of  145th  Street,  the  water  and 
sewer  improvements ,  and  the  sewer  treatment  ponds ,  including  the 
one  located  south  of  145th  Street.   Madison  Guaranty  Savings  and 
Loan  Association  will  agree  to  lend  me  the  purchase  price  for 
this  property  secured  by  a  mortgage  of  those  parcels  and  the 
sewer  and  water  works .   Madison  Guaranty  will  pay  335,000.00  to 
me  to  have  an  option  for  at  least  270  days  from  the  date  of 
acquisition  to  purchase  the  property  from  me  at  any  time,  in 
whole  or  in  part,  for  at  least  the  pro  rata  amount  of  the  note 
plus  all  accrued  interest;  except  one  parcel  described  as  follows: 


PLAINTIFFS 
EXHIBIT   £ 


!  <?1-1£<?0 


Approximately  22  1/2  acres  located  and  referred  to 
as  the  Northeast  Quadrant  of  the  Interchange  of 
Highway  65  and  145th  Street.   More  specifically 
described  in  the  attached  legal  description  which  is 
a  part  of  this  agreement. 


It  is  the  intention  of  both  Madison  and  myself  to  attempt  to 
develop  ail  the  property  acquired  from  I.D.C.  and  sell  it  as 
quickly  as  possible.   If  the  property  or  any  portion  thereof  is 
sold  during  the  270  day  period,  the  sale  price  will  be  outuaily 
approved  by  me  and  Madison  Financial  Corporation.   The  proceeds 
of  the  sale  will  be  applied  toward  the  promissory  note,  less  a 
10*  sales  commission  to  be  paid  to  me .   At  Madison's  discretion. 
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Mr.  James  G.  McDougal 
September  24,  198S 
Page  -2- 


any  particular  piece  of  property  may  be  deeded  bacx  to  Madison 
prior  to  the  execution  cf  a  sales  transaction. 

It  Is  also  agreed,  in  addition  to  the  salary  I  am  receiving 
from  Madison  Financial  Corporation,  X  will  receive  10%  sales 
commission  on  all  property  sold,  regardless  who  sells  it,  except 
residential  property  that  will  be  located  south  Of  145th  Street, 
in  which  case  Z  will  receive  4%  commission  if  sold  by  anv  other 
person. 

During  the  tera  of  the  option  period,  all  of  the  net  revenues 
of  the  water  works  and  sewer  department  shall  be  forwarded 
directly  to  Madison  Guaranty  for  application  toward  the  note, 
unless  such  facilities  are  sold  sooner.   Madison  Financial 
Corporation  will  also  be  responsible  for  ail  taxes ,  special 
assessments,  dues,  insurance  premiums,  etc.  during  the  period  of 
this  option. 

Z  would  appreciate  your  acknowledging  and  agreeing  to  the 
terms  of  the  letter  of  agreement. 


Acknowledged  and  accepted: 

-j.a?»s  a  .  McSougaj. , '  ?r e s icen: 
Ma"felson  Financial  Corporation 
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Addendum  to  Agreement  Between 
Seth  Ward  and  James  3.  HcDoueal 
September  24,  1985 

(Little  Rock  South  Industrial  Park,  NE  Corner  65-167  i   145th) 
LEGAL  DESCRIPTION  - 

Part  of  Tracts  27  &  28,  Holaan  Acres,  Pulaski  County,  Arkansas, 
more  particularly  described  as  :   Starting  at  the  intersection  of 
the  north  right-of-way  line  East  145th  Street  and  the  west  right- 
of-way  line  of  Dineen  Drive,  said  point  also  being  the  Southeast 
corner  of  the  Birch-BrooJcs,  Inc.  property;  thence  N  0  deg.  21 
min.  E  along  the  west  right-of-way  of  Dineen  Drive  373.12  ft.  to 
the  Northeast  corner  of  said  3irch-3roo)cs,  Inc.  property  and  the 
point  of  beginning;  thence  N  89  deg.  50  ain.  30  sec.  w,  along  the 
north  line  of  said  Birch-Brooks,  Inc.  property  303.50  ft.  to  the 
Northwest  corner  thereof,  thence  S  0  deg.  05  ain.  30  sec.  W  along 
the  west  line  of  said  Birch-Brooks,  Inc.  property  255.25  ft.  to  a 
point  on  the  north  right-of-way  line  of  0.  S. Highway  No.  65-167; 
thence  N  23  deg.  33  min.  10  sec.  W,  along  said  north  right-of-way 
line,  111.57  ft.  to  a  point;  thence  N  89  deg.  39  min.  40  sec.  W 
and  continuing  along  said   north  right-of-way  line,  650.87  ft.  to 
a  point;  thence  N  54  deg.  01  min.  20  sec.  W  and  continuing  along 
said  north  right-of-way 'line  111.29  ft.  to  a  point  on  the  east 
right-of-way  line  of  said  U.  S.  Highway  No.  65-167;  thence  N  2 
deg.  29  min.  48  sec.  W  along  said  east  right-of-way  line,  825.63 
ft.  to  a  point;  thence  S  89  deg.  55  min.  E  along  the  south 
property  line  of  the  Seimens-Allis,  Inc.  property  and  said  south 
line  extended  Westerly,  1191.02  ft.  to  a  point  on  the  west  right- 
of-way  line  of  Dineen  Drive;  thence  S  0  Deg.  21  min.  W  along  said 
west  right-of-way  line  310,35  ft.  to  a  point;  thence  Southwesterly 
and  continuing  along  said  west  right-of-way  line,  being  the  arc 
of  a  715.66  ft.  radius  curve  to  the  right,  having  a  chord  bearing 
and  distance  of  S  8  deg.  21  min.  W,  199.20  ft.  to  a  point;  thence 
S  16  deg.  21  min.  W  and  continuing  along  said  west  right-of-way 
line,  20.0  ft.  to  a  point;  thence  Southwesterly  and  continuing 
along  said  west  right-of-way  line,  being  the  arc  of  a  715.79  ft. 
radius  curve  to  the  left  having  a  chord  bearing  and  distance  of  S 
8  deg.  21  min.  W,  199.23  ft.  to  a  point;  thence  S  0  deg.  21  min. 
W  and  continuing  along  said  west  right-of-way  line,  25.88  ft.  to 
the  point  of  beginning,  containing  22.5649  acres  mere  or  less. 
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Mr.   <J~"3  McCcugal 

Saptamier  24,  1985 


During  the  terra  of  the  option  period,  all  of  the  ne* 
revenues  cf  the  waterworks  and  sawcr  department  siial1  be 
forwarded  directly  to  Madison  Guaranty  for  ?uc''i'-a'-''-n 


toward  the  note. 


I  would  appreciate  your  acknowledging  and  acjrie'r-  to 
the'  terra  cf  this  letter  agreement. 


Sincerely, 
// 


S.V:ss  . 

Acknowledged  and  accepted. 

( J  It/  McDcugal,  President 
Madison  Financial  Corporation 
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Sezzer~<z:    :;.     L9S5 


racism  r.r.a.-.nal   Corporation 

•r ;  -  -       -<  ;   •    - 

little  ."rex.    Arkansas   71201 


Chis    letter    is    tr   set   frrt.i   cur   sgrecspent   cenr^mtnq    the 

::::::*.•'      eesneniy   referred    tc  .-.;   all    •_;-•-.   ]--■_  ------      ^ 

t.-.e" -.-.d-scnal   revsl::--"'-    Cesepany    =  :    Tittle   EcrJt. 

--  -*-out  --e  13  th  r3--'  cf   Terr- '•ret,   193 n   '"'.-'"";•. 

1  :aranty   Savings  and  Loan  Association  rrr:;-1.  tr  if'::  r  . 

all      cf    :.-.r_srri_-    _e'-'elrr_r:-.r    :_-r:-y    o:    l.'.tt'r      -_r.    - 

-:::s::-   e.-cert   the   Tlaex   Suildiijc.         la   t.'.c      .-c-ts.  a..:, 

i.:r-         i:      the      nr.-.r    tr  .  ta         .;    t;      tc      :    *. 

agrees-erc.      I      liave   ccrced   tc   taha    title   to   ail     r;      t-.r 
assets    a.-.r   ::::e:t;    north    cf    1'::-.    Screen,    tr.c   W'-t^r    > 

sewer    .-:::■•'».-;.-.:«.      arc   t.-.e    -ater    ".  :   prrce      tierxx^nt 
rcr.es      south   cf    145th   -treer.        Madison    3  .  -  r  ■-.  a  :y  ""*■._        :: 
-;      Ira-      asseciatica    /ill   i;::o   tc   lend  t:  en     -     . 

-crcrare    rf    t.-.rse   parcels    a.-.d   t.'.a   sr.wcrprc:     .^".:.  ":..>:. 

:--:arar.ty      -ill   wave    fcq   :-:::-.    fur    t\  le  =  s-.      1" 

— 


u.   r :    t : 


rell      It    aa    quickly    as   preside.         If    tisrjsia   any       :.    ■    ■  vv    - 
r-ase    of  •  tin.  prcpercs   ::  any    portion    t..^vec><vvi--      the    ^ 
Z7C    ray    renrc      the    sale    r>*.r-    -ill    r~    -ut    r  1  .y^-r":  :.t 
...   _„    ..-    ^  =  -13CU  Financial   Cerrperaricc.        ~"    prarci    - 
cf      a-v    sale  >il~re    arrlied   ::-:::.    the    .rt-.r--.ry   2C"C        X 
less      a      ten   .-erce-r    rcrr-.iss.irr.   tc   be   t«\;.c    --    ~--    --  "     .  . 

-rrrerf    is    ::.t  ":      ~^        ::    at   \Mz\L3-z-  '  r   clscretlJ 
rart.r-lar      neca    '-r_f^  property  nay    r-      celled      h»c 
-racr-«-sccrirr    tr    t.-.e   execution   c:    the    sal-«-    tr  :.::-•.-  :~c 
Z I  itis*"§5ii«ljy  aiyone  e_se,      then   tha  proceeds      ..-   tc 
tc   "itadison  Guaranty,      less  t.-.e  ccaasis3icn   tr    the     uthar 
seller,   and  a   four   rerce.-.t   ecasaissicn   tc  ■». 

It      12      alsc      agreed.    '  ir.   addition    tc    tha      salary      ~-      '- 

_J_0?~ -----     Radiscn     Guaranty.        en     ail      :rc-rt. 

:;:.". ZP  -----  j.d.C.  scld  either  ry  -r  cr  .y  I!  iisots 
1"?!,1Z~  after  the  exercise  c*  Kadison's  ontion.  t*=  -:- 
1Z~Z~ --'--■  Z~.  _.-  .-„  property  alreadv  acquire*  by  Ptt'ison 
fr::  iTd.C.  ."shall  receive  a  ten  percent  c---icsitt  on 
zi  :  rale  if  it  is  scld  ry  Be,  and  four  percent 
ir   sc__     ry     anyone     elra. 

■■■■     ■■     "     'o> 


.    PLAIHTIFF  ^ 
EXHIBIT       -J! 

:         5      « 


::  5 
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-.-6   ::      159€ 

;:  ==;.-.    Kolinsky      Ir.-ef    -ler-. 

Serrate    Srenal    .rr-.trtes    ::    :r.-esr-rare    ■:.:;•£:!: 

"evelrp-er.t    !:  —  :r-:.::    ar.i   ".elatef   "=::5r  = 
534   Dixksen    Cff.re   Building 

'"<"asr.ir.gr  :r.      I    :      ::  =  i: 

_-ear  Mr.    Bol  ins  -r 

?-_rs_ar.t  :;  the  re -.est  rf  :.-.a  =  :a::  :-  behalf  ::  the  .::;;.i. 
Cd3=:i:s£       er.rltsef.    are    rrr.es    rf    r_I_    :i;    "e-rrar.fs    rf    Ir.rer    .  a - 

:i  =  r-.  __r.e  1 :  15?=  The  -  =  -==  rf  :_e  ir.t £r:  =  - rr.r  "3  :;:  =  :--;. 
have     been    redarrer  If     pou     itisa     ar.     _r.refarrer     rrr  -  a 

rrr-'-fe  ::.=  :  ::  r_  I  r.ave  =.i:  er.rlrsed  as  rer.esrer  tocunencs 
provided  re  us  zy  Fillsbury,  Madiscr.  and  i.trr.  11?  Lz  response  :: 
:_r    request    frr    a'..    :::.-;-:=    rrrr.rer    ::    the-    r         :      Tenter 

The  er.rlcs_res  :  :  -  :  a  _  -  .  - :  :  r~  a :  . :  -  relating  r  r.  =:.  ::;- 
:r.ves::ra:::r.  ar.i  •-;:.-.  is  s_r;err  bo  the  e  tlesions  :r:~ 
disclosure  _r.rer  tr.e  ?rr  =:  -::  a_i  :~a  "reerr-  rf  Ir.f :  —  =  :.:". 
Art.  Arrrrhir.rly  we  re—.esr  t_a:  :;;;  :::.-£-:;  re  arrrrrer  rr.e 
highest  level  rf  rcr.f  ider.tiality  rrssarle  .-:;:  the  r__as  ::  the 
Special    Irrr-ittee 

Sincerely 


Patricia    M.    Black 
Assistar.t    Irs:;;;;:    Senei 


••aster.    1      Sianni      Ir.srertrr    I-er.era. 
Ste.er.    A      •-:::;:      ler_t       Ir.srertrr    Sent 
-rrert    J      l-i_ffrs       Tr.ief    Counsel 
larre    Trie       le-rrratrr    ler_r       Srertsl    1; 


464 


FDIC 


Federel  Depoelt  Insurance  Corporation 

WMhlngton.  PC,  20431 


Office  of  Invettlutloru 
Office  of  Imaaetar  Sarwral 


MEMORANDUM  OF  INTERVIEW 


•rrmvew  of 
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PfTMVKW  HUD  AT 


Washington,  D.C. 
— JAMES  T.  CLARK.  Nation 


OAR  Of  NTtftVKW 

June  10,  1980 


■tow  mnvtt 
N/A 


KalarnMQO^teh^anDutySta 
ofMADISoff  SAV 


Bank  Examiner,  United  SIMM  Otfloa  of  the  Con 
Station,  was  Interviewed  on  June  10,  1998  by 
CLARK  had  bean  Identiflad  as  the  Examiner  Irn 


UCCTT 
and 
nation 
INGS  AND  LOAN  (MGSU  that  was  eonducted  by  the  Federal  Home  Loan  Bank 
Board  (FHLBB).  CLARK  waa  advised  that  he  was  to  be  questioned  concemlno  activities  of  MGSL  he  may  have 
become  aware  of  during  the  examination. 


Brnptrolie^f  the  Currency  (PC 

wK    HBBB       Ebw' 

IrrcnTrEKftheTBS^xerrlnat 


CLARK  ssid  that  he  was  employed  by  the  FHLBB  from  1 973  to  approximately  1 98B  aa  a  Senior  Field  Examiner 
at  the  FHLBB  6th  District  at  Indianapolis,  Indiana.  From  approximately  1986  to  approximately  1089,  ha  was 
administratively  transferred  to  the  Federal  Home  Loan  Bank  of  Indlanspolls  and  performed  the  same  duties. 
After  the  enactment  of  PIRREA,  his  position  waa  transferred  to  the  Office  of  Thrift  Supervision  (OTS)  In 
Indianapolis.  In  December,  1 990,  he  left  for  private  industry.  In  January,  1 892,  he  began  work  with  the  OCC 
as  a  National  Bank  Examiner. 

CLARK  recalled  the  examination  of  MGSL  commenced  on  the  first  business  day  after  March  4,  1 986.  He 
ststed  thst  he  was  tha  Examiner  in  Charae  of  the  examination  and,  as  such,  spent  time  on  arte  at  the 
Institution.  He  said  that  a  request  letter  would  have  been  sent  to  the  Institution  prior  to  the  arrival  of  tha 
examinere  advising  them  of  the  pending  examination.  CLARK  ssid  that  It  wes  standard  polloy  to  aet  the  *aa 
of*  date,  that  date  on  which  any  transactions  or  documents  In  Institution  flies  would  be  subject  to  review, 
would  be  the  last  dsy  of  the  previous  month.  CLARK  said  that  In  this  case  that  date  would  be  February  28, 
1986,  end  he  believed  that  the  request  letter  would  have  advised  MGSL  of  that  "as  oi"  date. 

CLARK  said  that  he  wrote  three  approximately  monthly  Interim  reports  and  a  final  report  detailing  the  findings 
of  the  examination. 

CLARK  was  asked  whether  he  was  familiar  with  a  purchase  of  property  or  assets  referred  to  as  IDC  by  MGSL 
or  Its  affiliate  MADISON  FINANCIAL  CORPORATION  (MFC)  from  the  examination.  He  atated  that  he  was.  He 
recalled  that  the  IDC  waa  an  independent  developer  that  owned  property,  some  Industrial  buildings,  and  a 
water  and  sewer  ayatem  south  of  Little  Rock.  He  alio  recalled  that  there  were  some  non-oontlguoue  parcels 
held  by  IDC.  CLARK  aald  that  he  understood  that  by  the  mid  1 880's,  the  Industrial  development  waa  not  doing 
well,  and  that  MADISON  purchased  it  as  a  part  of  s  workout  agreement.  CLARK  aald  that,  as  an  entity  of 
MADISON,  he  knew  the  entire  IDC  property  that  had  been  purchased  aa  CASTLE  GRANDE. 

CLARK  ssid  thst  soon  after  the  examination  began,  he  observed  from  Institution  records  that  a  lot  of  loans 
were  being  msde  In  the  eree  directly  surrounding  MGSL,  the  QUAPAW  Quarter.  CLARK  said  that  when  loan 


1 

2 

3 

4 

5 

8 

7 

3 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30. 

31 

32 

33 

34 

35 

36 


FOA  AOEHOV  Utf  ONLY 

PU  NUMBER 

WA-940016 

OATS  TRAM ( CKMD 

June  11,  1998 

PACE  1  OF   10 

AOCHTS  CIMATUIUJK) 


FtDf  AU  OEKwrr  BltURAAICf  C0AFCRAT1ON 


FOR  OFFICIAL  USE  ONLY 


FDIC  BIOfORM  BB-I3I 


465 


CONTINUATION  SHEET 

PAGE  2  OF   10 

NTHMCWOf 
JAMES  T.  CLARK 

DATE  Of  INTER  view 

June  10,  1998 

FILE  MUMUR 

WA-94-0016 

files  began  to  be  reviewed,  H  wis  noticed  that  many  of  the  requisite  documents,  tuch  at  down  payment  and  1 

disbursement  documents  were  not  in  the  files.  He  said  that  It  was  decided  that  a  project  known  n  1 308  Main  2 

Street  wes  chosen  lor  a  review.   He  said  thet  a  number  of  relevant  loan  documents  were  not  In  the  file,  so  3 

they  begsn  to  track  down  the  information  at  title  oompanlea,  and  by  reviewing  the  check  processing  system.  4 

He  said  that  the  review  of  the  financial  situation  disclosed  a  'series  of  flips*  of  the  property.  6 

6 

CLARK  said  that  from  what  he  had  seen  in  the  firat  three  weeks  of  the  examination,  ha  developed  a  theory  7 

concerning  the  operation  of  mgsl,  Ho  said  that  he  oonsldsrad  It  a  "ratchet  and  house  rake  off*  scheme,  by  8 

which  deposits  were  put  Into  development  projects,  the  profits  from  selss  were  booked,  allowing  the  Institution  8 

to  increase  its  net  worth,  obtain  more  deposits  and  continue  the  cycle;  while  at  the  same  time.  Institution  10 

insiders  had  money  flowing  to  them  through  other  Institution  entitles.  1 1 

12 

CLARK  said  that  to  test  the  theory,  CASTLE  GRANDE  and  the  developments  known  as  MAPLE  CREEK,  and  13 

1 2th  and  MAIN  were  ohosen  tor  review.  1 4 

16 

CLARK  said  thet  he  was  familiar  with  tubsidisrlse  of  MGSL,  suoh  as  MFC  and  MADISON  REAL  ESTATE.  He  16 

said  he  wes  Initially  advised  by  people  at  MGSL  that  the  aubsldlsrles  were  ectuslly  seperste  companies  owned  1 7 

by  people  he  had  come  to  believe  were  insiders.  1 | 

CLARK  said  that  when  he  tried  to  locale  corporate  records  of  the  aubsldlsrles  at  MGSL,  ss  he  would  hsve  20 

suspected  them  to  be  maintained,  he  found  that  he  could  not.   He  stated  that  the  search  was  expsnded  to  21 

sources  outside  of  the  Institution,  tryino  to  trace  s  money  flow  to  Insiders.  He  sold  thst  he  found  Indlestors  22 

that  the  subsidiaries  were  *shams...shells...  no  real  exlatenee."  He  said  that  at  a  May  29, 1 988  management  23 

conference  attended  by  MCDOUGAL,  see  below,  he  advised  MCOOUG AL  that  the  subsidiaries  could  represent  24 

a  conflict  of  interest,  and  was  then  told  by  MCDOUGAL  that  the  aubsldlsrles  were  reelly  MGSL  entitles,  so  thst  25 

In  dealing  with  the  subsidiaries,  MGSL  was  in  effect  doing  buslnsss  with  Itself.  26 

CLARK  said  the  first  Interim  report  dnno  by  the  examiners  In  approximately  early  March,  1 986  was  substantive  28 

and  reported  these  and  the  other  findings  made  to  that  date.  29 

30 

CLARK  was  asked  why  he  dealt  with  MCDOUGAL  on  questions  concerning  MGSL  when  MCDOUGAL  hed  31 

ceased  to  be  en  officer  of  MGSL  subsequent  to  a  1 984  examination  of  MGSL  by  the  FHLBB .  CLARK  ssld  that  32 

MCDOUGAL  hed  not  been  removed  by  the  FHLBB,  waa  still  the  primary  stockholder  In  MGSL,  and  had  suyed  33 

ss  President  of  MFC.  CLARK  ssld  that  although  he  was  not  sble  to  ultimately  pieroe  the  oorporste  shed  among  34 

MGSL  end  the  subsidiaries,  his  contention  was  that  MC00UGAL  and  the  HENLEY's  ware  the  controlling  group  35 

at  MGSL  ** 

CLARK  said  that,  at  least  for  the  May  management  meeting,  he  requested  that  MCDOUGAL  attend.  He  said  38 

that  at  en  April  1 1 , 1 986  management  meeting,  see  below,  someone  from  the  Institution  msy  have  requested  39 

thst  MCDOUGAL  attend.  f,0 

41 

CLARK  said  that  he  was  familiar  with  JOHN  LATHAM  as  the  President  of  MGSL  and  had  mst  with  him  on  s  42 

regular  basis  during  the  examination.    Ho  said  thst  he  felt  thet  LATHAM  spoke  on  behalf  of  MGSL,  but  he  43 

believed  that  decisions  ware  made  by  MCDOUQAL.  ** 

4b 

CLARK  was  asked  if  he  was  fsmiliai  with  SETH  WARD.  He  said  that  he  was.  He  said  thst  he  balleved  thst  46 

WARD  may  have  acted  as  the  go  betwocn  with  MFC  and  MCDOUGAL  for  the  purchase  of  CASTLE  GRANDE.  47 
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He  said  thai  he  was  alto  aware  that  WARD  had  acttd  s»  a  'atraw*  buyer  of  CASTLE  GRANDe  property  on  1 
behalf  of  MFC.  2 

3 
CLARK  was  asked  what  he  meant  by  a  "straw*  buyer.  Hs  said  that  a  straw  buyer  Is  a  "buyer  who  has  no  real  4 
monetary  or  other  Interest  In  the  property  but  who  la  actlno  »»  a  front  for  the  real  purchaser  who  does  have  5 
an  interest."  6 

7 
He  waa  asked  what  banking,  regulation  would  be  violated  by  a  "straw*  purchase,  and  aald  that  It  would  be  a  8 
violation  if  it  ceuaed  false  loen  documents  to  be  produced.  He  said  that  It  would  depend  on  the  speclflo  loan,  9 
and  said  that  he  did  not  believe  thai  MGSL  wea  cited  In  the  1886  examination  for  'straw*  purchases  10 
singularly.  1 1 

12 
CLARK  was  asked  what  banking  regulation  would  be  violated  by  the  Institution  In  utilizing  a  'straw*  buyer.  13 
He  eaid  that  general  regulations  addressed  a  transaction  with  art  affiliated  parson,  and  that  a  epeclf lo  regulation  1 4 
called  for  all  transactions  to  be  executed  with  the  safety  and  soundness  and  beat  Interests  of  the  Institution  15 
In  mind.  16 

17 
CLARK  wss  asked  if  he  had  encounterod  'straw*  ourchases  at  any  of  the  examinations  at  other  Institutions  18 
that  ha  had  examined  and  said  that  he  did  not  believe  that  ha  had.  18 

20 
CLARK  was  asked  whether  he  was  aware  during  the  MGSL  examination  of  any  restrictions  on  direct  21 
investments  In  subsidiaries  by  the  institution.  He  aald  that  there  was  a  direct  investment  restriction  on  22 
federally  chartered  thrifts,  which  MGSL  was  not.  He  recalled  that  at  some  time  during  the  examination  he  23 
leerned  that  there  was  an  Arkansas  state  restriction  on  direct  Investments.  24 

25 
CLARK  wss  aaked  if  he  recalled  the  issue  of  potential  direct  investment  violations  coming  up  In  the  MGSL  26 
examination.  He  recalled  that  had  MGSL  purchaaed  CASTLE  GRANDE  directly,  they  would  have  exceeded  their  27 
direct  Investment  limit.  28 

28 
CLARK  waa  asked  what  effect  violating  a  state  regulation  would  have  on  a  federal  examination.  He  aald  that  30 
Internal  FHLBB  procedurea  called  an  an  institution  to  be  In  compliance  with  state  regulations.  He  aald  that  31 
violating  the  state  regulation  would  mean  that  the  instutition  waa  not  operating  aafely  and  aoundly.  32 

33 
CLARK  was  shown  s  copy  of  April  30,  1 986  handwritten  notes  titled  "Reconciliation  of  Service  Corporation  34 
Investment".  He  recognized  the  handwriting  aa  Ma.  He  waa  questioned  concerning  a  note  at  the  bottom  of  35 
the  page  that  indicated  that  MGSL  wbs  not  subject  to  the  state  direct  Investment  limitation,  but  that  there  36 
apparently  wss  a  state  restriction  limiting  the  allowable  Investment  to  6%  of  gross  assets.  The  note  also  37 
Indicated  that  LATHAM  reported  that  the  state  limitation  had  been  waived  at  MGSL  by  state  authorities.  38 

39 
CLARK  said  that  he  did  not  specifically  recall  the  reported  conversation  with  LATHAM,  but  did  recall  40 
attempting  to  track  down  the  ARK  AN  SAS  regulation.  He  aald  that  If  ha  had  been  told  that  the  state  regulation  4 1 
had  been  waived  he  mtoht  ask  for  documentation,  but  could  not  recall  If  he  had  done  so  In  this  matter.  42 

43 
CLARK  was  asked  why  an  Institution  might  use  a  "straw"  purchaser  when  It  Is  lending  all  of  the  money  and  44 
said  that  avoidenco  of  direct  invostment  regulations  could  be  one  reason.  CLARK  was  asked  If  he  was  over  45 
told  that  the  CASTLE  GRANDE  purchase  was  structured  to  avoid  a  direct  Investment  limitation  and  sold  he  had  46 
not  been.  He  seld  that  if  he  had  mentioned  direct  investment  In  one  of  the  Interim  or  final  examination  report,     47 
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It  would  neve  been  became  someono  told  him  or  that  hs  had  seen  It  In  Institution  records.  1 

2 
CLARK  was  shown  a  passage  from  parjn  1 1  of  the  May  8, 1 996  Interim  report  that  read  that  'Ward  apparently  3 
warehoused  this  land  to  reduce  Madison  Financial's  Investment  and  the  attendant  borrowing  from  Madison  4 
Guaranty.  In  this  way,  limitations  on  Madison  Guaranty's  Investment  In  Its  service  corporation  are  avoided.*  6 
CLARK  said  thet  was  consistent  with  recollection  of  WARD'S  role  In  the  purchase.  6 

7 
CLARK  said  that  by  the  time  of  the  May  8, 1 986  Interim  report,  the  examination  had  determined  that  the  three  8 
projects  thet  had  been  under  review  would  seriously  Impsir  the  net  worth  of  the  Institution.  9 

10 
CLARK  ssld  thet  in  the  Initial  stages  ol  the  investlostlon,  ha  had  decided  that  the  exsmlners  would  not  seek  1 1 
direct  responses  to  questions  or  adviso  of  concerns  that  they  had  for  fear  that  reoords  would  be  hidden  or  12 
destroyed  if  the  areas  they  considered  problems  were  evident  to  Institution  personnel.  Me  was  asked  If  ha  had  1 3 
any  specific  knowledge  of  documents  boing  hidden  or  destroyed  at  that  point  and  ssld  he  did  not.  He  said  that  1 4 
they  had  some  trouble  in  obtaining  requosied  loan  files,  and  suspected  that  documents  may  have  been  added  1 6 
or  removed.  He  repeated  that  ho  had  no  specific  recollection  of  dooumenta  belno  hidden  or  destroyed,  but  16 
recalled  that  some  files  were  so  devoid  of  documents  that  he  questioned  why  ell  of  the  Information  wss  17 
missing.  He  also  receded  feeling  thet  if  the  dooumenta  existed,  they  were  never  put  In  the  file  and  he  18 
questioned  whether  an  Institution  that  would  not  comply  with  basic  regulations  might  remove  or  destroy  files  1 9 
that  were  present.  20 

21 
CLARK  was  asked  If  there  came  a  timo  when  he  thought  the  examination  was  being  obstructed.  He  ssld  he  22 
had  no  specific  recollection,  but  that  it  was  Just  an  accumulation  of  incidents  Involving  desilng  with  MGSL  23 
management  when  he  felt  he  was  being  lied  to.  24 

25 
CLARK  seid  that  after  the  May  8,  1986  Interim  report,  he  decided  to  shift  the  manner  of  conducting  the  28 
examination  to  more  direct  oontaots  with  MCDOUG AL  and  LATHAM  about  whet  their  conceme  were  and  what  27 
areas  they  were  interested  in  so  that  their  reactions  could  be  noted.  He  said  approval  to  do  so  required  quite  28 
a  bit  of  negotiation  with  the  FHLBB  in  Dallas,  Texas,  who  oversaw  MGSL,  because  there  was  a  restriction  In  29 
piece  at  that  office  at  that  time  on  discussing  losn  classifications  with  Institution  personnel  prior  to  FHLBB  30 
supervisory  personnel  sinning  off  on  the  examination  reports.  He  said  he  was  eventually  authorized  to  discuss  31 
the  classifications  at  the  Institution  as  long  es  it  was  made  clear  that  the  classifications  were  tentative.  32 

33 
CLARK  was  shown  a  copy  of  a  May  29,  1 986  file  memorandum  from  him  concerning  a  management  meeting  34 
he  reportedly  held  on  that  date  with  MCOOUGAL  and  LATHAM.  At  pace  one  Of  the  memorandum,  CLARK  36 
wrote  that  they  discussed  his  primary  concerns  In  the  examination;  losses  on  real  estate  development  projects,  36 
and  substantial  payments  to  apparent  affiliated  persons  or  affiliates.  The  memorandum  further  Indicated  that  37 
MCDOUG  AL  and  LATHAM  were  advised  that  'We  were  recommending  losses  under  the  ssset  classification  38 
regulations  that  exceeded  Madison's  net  worth  on  Just  the  three  projects  reviewed  to  date."  39 

40 
CLARK  waa  asked  If  he  thought  thet  th«n»  came  a  time  during  the  examination  when  officers  or  employees  41 
of  MGSL  may  have  reasonably  believed  thet  thsre  was  a  possibility  that  the  Institution  would  be  closed  or  that  42 
certain  officers  or  employees  would  be  removed.  43 

44 
CLARK  seid  thet  by  early  May.  198G,  he  believed  that  some  people  were  getting  "antsy".  He  ssld  they  hsd  45 
not  drswn  any  conclusions,  but  that  they  were  asking  questions  of  people  In  the  Institution.  CLARK  referred  46 
to  a  copy  of  handwritten  notes  ho  had  made  while  the  examination  waa  underway.  In  an  entry  dated  May  12,     47 
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1 988,  he  wrote  that  LATHAM  had  questioned  him  at  to  how  long  the  examination  would  continue,  and  when  1 
the  examination  could  be  discussed  with  management.  LATHAM  reportedly  told  him  that  employees  felt  2 
frustrated  that  there  had  been  no  general  grading  of  the  association  by  the  examiners,  and  that  two  had  3 
threatened  to  quit.  4 

5 
CLARK  also  noted  the  May  29, 1 986  management  meeting  reported  In  the  memorandum  of  that  dale.  He  said  6 
that  he  mioht  not  heve  said  that  the  institution  waa  In  bad  ahape  or  that  supervisory  agent!  might  take  action,  7 
but  felt  that  having  pointed  out  that  the  three  projects  reviewed  were  olasalfled  ea  loaaea  greater  then  net  8 
worth  rendering  the  Institution  insolvent,  and  that  they  'certainly  by  May  29  knew"  the  Institution  waa  'In  9 
serious  trouble.*  10 

11 
CLARK  said  that  at  that  time,  closings  or  removals  were  occurring  at  Institutions.  He  eald  that  the  regulation  1 2 
enabling  examiners  to  classify  loans  had  come  into  being  In  late  1986,  and  that  examiners  were  using  tha  13 
regulation  to  render  institutions  insolvent.  He  aaid  that  the  use  of  that  regulation  waa  the  geneala  of  the  FHLBB  14 
Dallas  directive  against  discussing  classifications  with  examiners.  16 

16 
CLARK  was  asked  who  at  MGSL  at  that  time  might  have  reaaonably  expeoted  e  possibility  of  removal  and  he  17 
replied  LATHAM  and  MCDOUGAL.  Ho  was  asked  whether  he  thought  Chief  Loan  Offloer  DON  DENTON  might  1 8 
have  the  same  concerns  and  ho  said  that  it  waa  possible.  He  also  said  that  at  some  point,  probably  In  June,  19 
1 986,  the  institution  received  a  letter  from  the  FHLBB  Supervisory  Agent  advising,  them  that  a  meeting  would  20 
be  held  In  DALLAS  on  July  11,  1986.  21 

22 
CLARK  was  questioned  about  a  reference  at  page  three  Of  tha  May  29,  1986  memorandum  stating  that  23 
'Latham  stated  that  a  subordinated  debt  Issue  had  been  held  back  because  of  the  difficulty  In  finding  an  24 
underwriter  for  suoh  a  small  issue  (13  to  4  million)".  26 

28 
CLARK  did  not  recall  the  statement  in  any  more  detail  then  reported  In  tha  memorandum.  He  eald  that  he  27 
recalled  that  MGSL  planned  to  increase  ita  net  worth  by  growing  the  Institution,  but  that  regulations  required  28 
greater  capital  first.  He  aaid  thai  he  believed  that  the  debenture  Issue  may  have  been  discussed  with  FHLBB  29 
Dallas  previously,  and  that  the  Institution  may  have  submitted  a  growth  plan  or  business  plan  In  furtherance  30 
Of  the  plan.  31 

32 
CLARK  was  asked  If  he  was  aware  of  any  previous  plans  by  MGSL  to  raise  capital.  He  recalled  thai  MGSL  33 
considerad  a  number  of  Ideas,  "none  practical'.  He  eald  that  ft  waa  hla  belief  at  the  time  of  the  examination  34 
that  the  plane  were  an  attempt  to  forestall  supervisory  action  of  one  type  or  another  ao  that  more  funds  could  35 
be  diverted  from  the  Institution.  CLARK  stated  that  the  longer  the  "meter  runs"  In  a  "ratchet  and  rake-off"  38 
acheme,  it  would  be  In  the  '  McDouoal/Henley  group's  Intereat  to  keep  It  running  because  the  longer  It  ran,  the  37 
more  money  out*  and  that  "delay  for  them"  was  'a  tactic  that  could  be  used".  38 

39 
CLARK  was  asked  If  he  recalled  any  law  firm  working  on  any  such  capital  raiaing  laaue  for  MGSL  and  aaid  he  40 
could  not.  He  aeld  that  If  he  had  been  told  about  attorneys  working  on  auch  an  iaaue  he  may  not  have  41 
considered  important  to  note  the  attorney's  namea.  42 

43 
CLARK  was  asked  If  he  recalled  any  discuaaiona  with  state  regulators  In  any  of  the  capital  raising  plans.  He  44 
aaid  ha  could  recall  no  such  discussions.  45 

46 
CLARK  aaid  that  at  some  time  after  the  May  29,  1986  oonference  with  LATHAM  and  MCDOUGAL.  he     47 
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forwarded  the  "as  of"  date  to  April  30.  1 988,  bringing  Into  the  scope  of  review  transactions  and  documents       1 
first  at  the  Institution  after  February  ?8,  1 986.  2 

3 
CLARK  was  shown  a  copy  of  a  letter  dated  June  3,  1986  letter  that  he  wrote  to  LATHAM  requesting  4 
documents  thet  had  previously  been  requested  by  the  examiners  In  the  May  29,  1 988  management  meeting.  6 
CLARK  said  It  wes  consistent  with  his  recollection  that  by  that  time  he  had  decided  to  make  requests  for  6 
Information  In  writing.  7 

8 
CLARK  was  shown  a  copy  of  a  June  5.  1 986  letter  from  LATHAM  to  him.  CLARK  recalled  the  letter.  In  the  9 
letter,  LATHAM  referred  to  the  June  3,  1986  CLARK  letter,  above,  and  said  that  soma  of  the  information  10 
CLARK  had  provided  had  already  beon  provided  to,  and  waa  In  the  possession  of,  the  examiners.  In  the  letter,  1 1 
LATHAM  also  referred  to  a  Mey  21 , 1 986  discussion  with  CLARK  wherein  CLARK  had  reportedly  said  that  he  1 2 
had  not  received  all  of  the  information  requested,  and  asked  that  CLARK  provide  him  a  Hat.  13 

14 
CLARK  was  also  shown  a  copy  of  a  June  6,  1986  letter  from  LATHAM  to  him  wherein  LATHAM  requested,  16 
among  other  things,  that  CLARK  provide  him  a  list  of  all  sales  at  CASTLE  GRANDE  that  were  'straws'.  16 

17 
CLARK  receded  the  lettere.  He  seid  that  he  responded  to  those  letters  in  e  June  1 0,  1 986  letter  to  LATHAM  1 8 
In  that  letter,  which  CLARK  was  shown,  he  advised  LATHAM,  among  other  things,  that  he  Intended  to  send  1 9 
him  two  letters  requesting  additional  information,  tha  first  of  which  would  Involve  the  three  projecta  that  had  20 
previously  been  reviewed.  CLARK  said  that  he  did  not  want  to  provide  LATHAM  with  the  Information  21 
concerning  which  transactions  he  thought  were  "straws'  to  LATHAM  for  fear  the  loan  f Ilea  could  be  doctored.     22 

23 
CLARK  said  that  by  thet  time,  ho  had  decided  to  go  to  written  request  of  LATHAM  rather  than  verbBl  beoause  24 
the  responses  from  MGSL  kepi  changing.  CLARK  slso  said  that  at  that  time  he  wee  still  waiting  to  get  25 
authority  to  discuss  the  classification  issues  with  MGSL  management.  He  said  LATHAM  was  becoming  more  28 
aggressive  questioning  whet  documents  the  examiners  wanted,  why  they  wanted  them,  and  what  conclusions  27 
they  were  coming  to.  He  said  that  he  hniieved  that  LATHAM  wanted  to  know  what  conclusions  the  examiners  28 
were  coming  to  so  that  they  could  contact  FHLBB  Dallas  directly  on  issues  In  contention.  29 

30 
CLARK  waa  shown  a  copy  of  a  June  17,  1986  letter  from  him  to  LATHAM  wherein  he  requested  epeorflc  31 
information,  including  Information  concerning  a  number  of  CASTLE  GRANDE  related  loana.  CLARK  recalled  32 
the  letter.  He  seld  that  It  was  the  first  letter  he  had  referred  to  in  his  June  10,  1 986  letter  to  LATHAM.  33 

34 
CLARK  wes  asked  why  he  requested  information  on  what  purchases  were  financed,  the  down  payment  end  36 
the  source  of  funds  for  several  loans,  Including  the  WARD  loan,  #2982,  that  financed  the  Wtlel  purchase  of  36 
CASTLE  GRANDE.  He  said  that  it  was  because  these  were  the  loene  that  they  bolleved  efter  treolng  the  oeah  37 
were  "straw"  loans,  39 

39 
He  was  esked  why  he  requested  the  purpose  for  the  use  of  the  proceeds  of  the  loan  and  said  that  It  was  to  40 
determine  whether  MGSL  rocoivod  any  value  for  its  money.  *" 

42 

He  was  asked  why  he  requested  plats,  mortgage  surveya  and  other  drawlnga  that  showed  the  boundsrles  of  43 
the  property  purchased  by  WARD  and  MFC  from  IDC.  He  said  that  It  waa  because  the  examiners  had  44 
attempted  to  trace  the  series  of  traductions  to  determine  who  aotually  bought  what  property,  but  that  there  45 
hed  been  overlep  on  the  property  descriptions  that  were  available.  4? 

47 
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CLARK  was  questioned  concerning  notes  hs  made  June  20,  1 986  oonoemlng  CASTLE  GRANDE.  In  the  notes  1 

Ik  a  comment  thet  the  CASTLE  GRANDE  files  had  been  rearranged  alnce  their  earlier  review  by  the  examiners.  2 

The  comment  Indicated  that  the  reerrangment  may  have  occurred  while  Institution  employees  were  preparing  3 

a  response  to  examiners.  4 

6 

CLARK  recalled  that  the  flies  had  been  rearranged,  end  that  memoranda  dated  June  2  and  June  13,  1 986  that  6 

were  attached  to  his  notes,  had  not  been  In  the  file  when  It  was  originally  reviewed.  The  memoranda,  whloh  7 

concern  CASTLE  GRANDE  appraisals,  were  attached  to  CLARK'e  notes.  6 

9 

CLARK  was  shown  a  copy  ol  a  Juno  ?4,  1 986  lener  from  LATHAM  to  him  that  was  a  response  to  CLARK'S  10 

letter  of  June  17,  1986.   Included  in  the  response  was  a  statement  that  WARD  loan  #4027  would  be  repaid  11 

"From  the  ssle  of  real  estate  that  Is  under  option  to  Madlaon  Financial  Corporation;  If  option  Is  not  reooonlzed,  12 

from  sale  of  real  OBtste  to  other  Investors*.    CLARK  recalled  the  letter.    CLARK  said  ha  had  asked  for  en  13 

explanation  of  the  source  of  the  funds  for  repayment  because  he  was  trying  to  trace  the  source  of  funds  going  14 

Into  and  out  of  the  project.  The  letter  elso  contained  a  response  concerning  the  disbursements  of  the  proceeds  1 6 

of  WARD  loan  were  used  In  part  to  make  e  loan  to  the  WILSON  company.    CLARK  said  he  conducted  an  16 

analysis  of  the  responses  by  LATHAM  In  e  fie  memorandum  deted  June  26,  1886.  17 

16 

CLARK  was  shown  a  copy  of  ihe  June  26. 1986  analysis  and  recalled  that  It  was  the  analysis  he  performed.  19 

CLARK  said  that  he  thought  that  he  thought  that  a  aeries  of  transections  between  MGSL  MFC,  WARD  end  20 

WILSON  was  designed  to  chennell  funds  Into  MFC  In  a  manner  to  disguise  that  ft  was  an  actually  a  direct  21 

Investment  of  MGSL  In  MFC.  He  wrote  In  his  analysis  that  the  response  to  his  inquiry  In  the  above  deerlbed  22 

June  24,  1 986  letter  from  LATHAM  confimed  In  part  his  belief  that  the  trenssotlons  were  an  attempt  to  23 

disguise  s  direct  Investment.  24 

CLARK  elso  wrote  In  the  analysis  that  the  property  deaorlptlons  of  CASTLE  GRANDE  property  were  not  26 

conolae,  snd  thst  Informetion  provided  by  LATHAM  In  the  June  24, 1886  letter  were  not  auffiolent  to  clarify  27 

the  bounderles.  CLARK  explelnod  that  In  April,  1 986,  the  txamlnere  had  been  attempting  to  construct  concise  28 

property  descriptions  end  found  that  tliey  oould  not.  He  aald  they  ware  ualng  the  Information  provided  by  the  29 

Institution  when  the  *as  of"  date  for  materials  was  February  2B,  1 986,  and  did  not  believe  they  had  tried  to  30 

trace  meets  and  bounds  descriptions.   CLARK  was  shown  a  copy  of  the  property  description  of  27  and  28  31 

Holman  Acres  that  had  been  attached  to  the  mortgege  securing  Ward  loan  4027.   He  aald  that  he  had  no  32 

particular  recollection  of  the  description.  33 

34 

CLARK  eald  that  It  wea  only  after  the  "ea  to*  waa  changed  from  from  Februery  26,  1986  to  April  30,  1986  36 

that  he  first  became  aware  thst  loans  had  been  made  to  WARD  during  the  examlnetlon.   He  said  that  It  was  36 

decided  then  to  go  back  end  review  CASTLE  GRANDE  transactions  for  evidence  of  land  flips.  37 

38 

CLARK  was  asked  If  he  thought  the  feet  that  tha  WARD  loan  2B62  was  paid  off  with  funds  from  the  sales  of  39 

property  to  FULBRIGHT  and  CASTLE  SEWER  AND  WATER  all  occurred  on  February  28, 1 986,  tha  day  before  40 

the  Initial  "et  of  *  date  may  heve  bean  done  to  pleoe  the  WARD  loen  Into  a  paid  off  statue  to  leeeen  the  ohanoe  4 1 

of  examiner's  scrutiny.  CLARK  said  tiist  he  thought  rt  reeeonable.  42 

CLARK  was  Baked  If  he  became  aware  dulrino  the  examination  that  WARD  believed  thet  he  had  commissions  44 

due  to  him  from  the  sale  of  CASTLE  GRANDE  property.  *£ 

CLARK  aald  that  the  first  time  he  became  aware  of  commlaslons  due  to  WARD  was  In  approximately  mid-May,  47 
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1980.   CLARK  said  at  that  tlmo,  lie  and  other  examiners  wars  at  MQSL  after  the  Institution  employees  had  1 

left  for  the  day.   He  said  that  they  were  checking  the  drawers  of  desks  In  their  area  to  atore  their  working  2 

papers  whon  an  exemlner  discovered  cnrtain  docunments,   CLARK  said  that  ha  reviewed  the  documents  and  3 

discovered  one  was  a  September  24,  1 985  letter  from  WARD  to  MCDOUGAL  that  set  out  en  agreement  by  4 

which  the  IOC  property  would  be  purchased.  CLARK  was  shown  a  copy  of  a  September  24,  1 9B6  letter  from  5 

WARD  to  MCDOUGAL,  that  did  not  cavnai  that  WARD  would  retain  22.5  acres.  CLARK  said  that  letter  was  9 

among  the  documents  discovered.  He  said  that  it  was  the  first  Indication  he  had  concerning  the  commissions.  7 

3 

CLARK  identified  a  July  1,  198G  fllo  memorandum  as  one  ha  wrote,    The  memorandum,  at  page  two,  9 

discussed  the  discovery  of  the  documents  found  In  the  desk  drawer  and  Identified  the  September  24,  1 986  10 

letter  as  being  among  them.  The  memorandum  also  referred  to  e  Juno  24  letter  from  WARD  to  MCDOUGAL  1 1 

reaffirming  their  CASTLE  GRANDE  agreement.  CLARK  wrote  In  the  letter  that  the  agreement  was  dated  after  1 2 

the  Mey  29,  1988  menegement  conforonoe  when  he  had  discussed  concerns  about  'straw'  purchases,  and  13 

the  June  1 7,  1 988  letter  he  sent  to  mansooment  requesting  Information  about  WARD  end  CASTLE  GRANDE.  14 

CLARK  wrote  that  the  examiners,  tluourjh  June,  1986  had  found  no  evidence  of  commissions  paid  WARD,  16 

end  that  he  thought  that  the  reaffirmation  letter  may  have  been  an  attempt  by  management  to  evidence  a  16 

continuing  Involvement  In  CASTLE  GRANDE.  CLARK  confirmed  that  he  wrote  the  memorandum  and  recalled  17 

that  the  events  occurred  as  written.  18 

19 

CLARK  said  that  he  believed  that  the  first  time  Institution  people  were  made  aware  of  the  discovery  of  the  20 

documents  was  at  the  July  1 1,  1986  supervisory  meeting  at  Dallas.   Ha  said  that  he  waa  not  certain  If  the  21 

specific  subject  of  the  September  7.4,  1 988  WARD  letter  or  of  commissions  was  raised,  but  believed  that  they  22 

were.  23 

24 

CLARK  was  shown  a  copy  of  the  September  24,  1985  letter  from  WARD  to  MCDOUGAL  that  contained  the  2B 

caveat  concerning  die  22.5  acres  and  was  asked  If  he  recalled  seeing  It  or  the  attached  property  description  26 

in  the  W8rd  loan  4027  documents.  He  stated  with  reference  to  the  letter  "I  don't  recall  ever  seeing  it",  but  27 

was  knowledgeable  at  the  time  about  the  22.5  acre  parcel.  28 

29 

CLARK  was  shown  a  single  page  of  notes  that  contained  at  paragraph  2  Information  concerning  an  option  30 

agreement  on  the  22.5  acre  parcel.   The  notos  Indicate  that  the  writer  discussed  with  someone  that  MFC  31 

wented  to  purchase  the  WARD  property,  but  that  WARD  had  another  buyer  and  would  not  consumate  the  sale  32 

for  tax  purposes.  The  note  refers  to  a  WARD  attorney  preparing  an  option  to  purchase  the  property.  The  note  33 

also  referred  to  a  loan  to  WARD  that  was  unconnected  and  was  to  pay  off  loans  on  personal  property.  34 

35 

The  note  also  refers  to  s  loan  to  MFC  for  $370,000  executed  to  guarantee  the  purohese  of  real  estate  pending  38 

the  completion  of  the  option.  CLARK  was  shown  a  copy  of  the  MFC  notes  to  Ward  and  asked  If  he  recalled  37 

them.  He  stated  that  he  did.  He  was  asked  what  he  recalled  about  these  notes.  He  stated  that  hie  concern  38 

as  an  examiner  was  whether  the  notes  represented  Independent  financing  of  MFC  by  Madison  Guaranty.  He  39 

would  be  concerned  about  where  Ward  came  up  with  the  cash  and  that  the  examiners  would  be  concerned  40 

ihBt  the  proceeds  came  from  Madman  Guaranty.    The  examiners  would  be  concerned  whether  the  loans  41 

between  Ward  and  Madison  Guaranty,  and  from  Ward  to  Madison  Financial,  were  connected  In  some  fashion.  42 

43 

The  note  from  the  examination  workpapers  Is  not  dated.   At  the  bottom  of  the  page  la  a  note  In  different  44 

handwriting.  That  note  is  dated  April  29,1986.  It  indicates  that  "Darlane"  spoke  to  DON  DENTON  about  the  45 

option  and  had  been  told  that  the  option  had  not  yet  been  prepared,  but  that  he  would  oet  It  to  the  examiners.  46 
The  note  also  referred  to  two  notos  thai  would  not  be  funded. 

ii in mi— i«m  iwi ■mini  mi  ■■■iinmimiiniiiMBiiiiimit  annni  milium 
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1886.   CLARK  said  at  that  time,  he  and  other  examinera  were  «t  MGSL  after  the  Inatltutlon  employees  had  1 

left  for  the  day.  He  aald  that  they  were  checking  the  drawers  of  desks  In  their  area  to  ttore  their  working  2 

papers  whan  an  examiner  dlscovarod  certain  doounmenta.  CLARK  aald  that  he  reviewed  the  documents  and  3 

discovered  one  waa  a  September  24,  1 986  letter  from  WARD  to  MCDOUGAL  that  aet  out  an  agreement  by  4 

which  the  IOC  property  would  be  purchased.  CLARK  waa  shown  a  oopy  of  a  September  24,  1 986  letter  from  6 

WARD  to  MCDOUGAL,  that  did  not  caveat  that  WARD  would  retain  22.6  acres.  CLARK  aald  that  latter  waa  6 

among  the  documents  discovered.  He  said  thet  It  waa  the  first  Indication  he  hod  concerning  the  commissions.  7 

8 

CLARK  identified  a  July  1 ,  1 98G  filo  memorandum  aa  one  he  wrote.    The  memorandum,  at  page  two,  9 

discussed  the  discovery  of  the  documents  found  In  the  desk  drawer  and  Identified  tha  September  24,  1985  10 

letter  aa  being  among  them.  The  memorandum  also  referred  to  a  June  24  letter  from  WARD  to  MCDOUGAL  1 1 

reaffirming  their  CASTLE  GRANDE  agreement.  CLARK  wrote  In  the  letter  that  the  agreement  waa  dated  after  1 2 

the  May  29,  1986  management  conference  when  ha  had  dltcuaaed  concerns  about  "straw"  purchases,  and  13 

the  June  1 7,  1 986  letter  he  sem  to  management  requesting  Information  about  WARD  and  CASTLE  GRANDE.  14 

CLARK  wrote  ihat  the  examiners,  through  June,  1 986  had  found  no  evidence  of  commissions  paid  WARD,  1 S 

and  that  he  thought  that  the  reaffirmation  letter  may  have  been  an  attempt  by  menagement  to  evidence  a  18 

continuing  Involvement  In  CASTLE  GRANDE.  CLARK  confirmed  that  he  wrote  the  memorandum  and  recalled  17 

that  the  events  occurred  as  written.  18 

19 

CLARK  said  that  he  believed  that  the  first  time  inatltutlon  people  were  made  aware  of  the  discovery  of  tha  20 

documents  waa  at  the  July  14,  1986  supervisory  meeting  at  Dallas.  He  said  that  ha  waa  not  certain  If  tha  21 

specific  subject  of  the  September  24,1 985  WARD  letter  or  of  commissions  waa  raised,  but  believed  that  they  22 

were.  23 

24 

CLARK  waa  shown  a  copy  of  the  September  24,  1 98S  letter  from  WARD  to  MCDOUGAL  that  contained  the  26 

caveat  concerning  the  22.5  acres  and  was  asked  if  he  recalled  aeelng  It  or  the  attaohed  property  description  28 

in  the  Ward  loan  4027  documents.  He  stated  with  reference  to  the  letter  'I  don't  recall  ever  seeing  it",  but  27 

was  knowledgeable  at  the  time  about  the  22.6  acre  parcel.  28 

29 

CLARK  was  shown  a  alngle  page  of  notes  that  contained  at  paragraph  2  information  concerning  an  option  30 

agreement  on  the  22.5  acre  parcel.   The  notes  Indicate  that  the  writer  discussed  with  someone  that  MFC  31 

wanted  to  purchase  the  WARD  properly,  but  that  WARD  had  another  buyer  end  would  not  oonaumate  the  sale  32 

for  tax  purposes.  The  note  refers  to  a  WARD  attorney  preparing  an  option  to  purchase  the  property.  Tha  note  33 

also  referred  to  a  loan  to  WARD  that  waa  unconnected  end  waa  to  pay  off  loana  on  personal  property.  34 

36 

The  note  also  refers  to  a  loan  to  MFC  for  $370,000  executed  to  guarantee  the  purchase  of  real  aetata  pending  36 

the  completion  of  the  option.  CLARK  was  shown  a  copy  of  tha  MFC  notes  to  Ward  and  asked  if  he  recalled  37 

them.  He  stated  that  he  did.  Ho  was  asked  what  he  recalled  about  these  notes.  He  stated  that  his  concern  38 

as  an  examiner  waa  whether  the  notes  represented  Independent  flnanolng  of  MFC  by  Madison  Guaranty.  He  39 

would  be  concerned  about  where  Ward  came  up  with  the  cash  end  that  the  examiners  would  be  concerned  40 

thet  the  proceeds  came  from  Madison  Guaranty.    The  examiners  would  be  concerned  whether  the  loans  41 

between  Ward  and  Madison  Guaranty,  and  from  Ward  to  Madison  Financial,  were  connected  In  some  fashion.  42 

43 

Tha  note  from  the  examination  workpapers  Is  not  dated.    At  the  bottom  of  the  page  Is  e  note  In  different  44 

handwriting.  That  note  is  dated  April  29.  1986.  It  Indicates  that  "Dorlone"  spoke  to  DON  DENTON  ebout  the  45 

option  and  had  been  told  that  the  option  had  not  yet  been  prepared,  but  that  he  would  get  It  to  the  examlnera.  46 

The  note  also  referred  to  two  notes  that  would  not  be  funded.  47 
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CLARK  confirmed  that  he  wrote  the  first  note.   CLARK  Slid  that  the  name  of  the  attorney  that  appaara  In  1 

parentnlsia  In  his  note*  Is  "HUB8ELL".  He  said  thet  he  did  not  recall  the  specific  discussion,  but  recalled  the  2 

situation.  He  said  that  he  became  awero  that  MFC  had  borrowed  4300,000  and  S73.000  from  WARD  In  April,  3 

1986  and  was  attempting  to  determine  whether  the  borrowing  waa  connected  to  the  (400,000  loan  fviGSL  4 

made  to  WARD  on  March  31,1 986.  He  recalled  thet  he  waa  told  durinrj  his  Inquriea  thet  the  notea  were  not  5 

connected  and  that  loan  #4027  was  not  related  to  the  Ward  loan  to  Madlaon  Financial.  CLARK  waa  not  sure,  8 

but  believes  he  waa  talking  to  DENTON  when  he  wrote  the  notes.  7 

8 

CLARK  did  not  specifically  recall  tho  notes  by  "Darlene."  He  said  that  waa  DARLENE  FORD,  an  examiner  who  9 

assisted  him  on  the  examination.  He  believed  that  he  may  have  asked  FORD  to  follow  up  on  what  he  had  been  1 0 

told  about  the  option.  1 1 

'2 

CLARK  wes  asked  to  outline  his  understanding  at  tho  time  of  the  examination  of  the  relationship  between  loan  1 3 

#4027  and  the  Ward  to  Madison  Financial  loan.  CLARK  stated  again  that  he  was  told  that  the  loane  were  14 

•completely  separate  deals" .  Madison's  "excuse"  for  loan  #4027  was  that  It  was  "not  connected  to  the  Ward-  1 5 

MFC"  loan,  but  waa  to  enable  WARD  10  payoff  other  loans  or  debts.  CLARK  stated  mat  Madlaon'B  "excuse"  1 8 

for  the  Werd-MFC  loan  was  "MFC  wants  to  buy  land  from  Ward,  they're  going  to  write  option  agreement,  17 

Ward  wants  a  guaranty  of  performance  on  the  option,  and  that  Is  the  reason  for  this  note  ••  In  the  fullness  of  1 8 

time,  note  will  not  be  funded  becauso  the  option  will  be  exercised  snd  WARD  psld  then,  and  the  note  will  be  1 S 

cancelled."  CLARK  was  asked  whether  this  was  an  unusual  arrangement,  and  he  responded  that  It  "Makes  20 

no  sense  at  the  time,  lese  now",  expocially  when  the  property  securing  loan  #4027  was  the  ssme  lend  subject  21 

to  the  option.  22 

23 

CLARK  was  read  portions  of  testimony  by  LATHAM  concerning  the  connection  between  WARD  loan  4027  and  24 

the  two  notes  made  by  WARD  to  MFC,  and  that  the  loan  4027  was  a  way  to  pay  WARD  commissions.  He  26 

seld  that  he  had  not  been  aware  of  that  reported  connection  between  the  loans.  He  said  that  If  he  had  known,  26 

he  would  have  called  the  transaction  a  direct  Investment  In  MFC  by  MGSL.  He  said  that  MGSL  should  have  27 

shown  the  notes  from  WARD  listed  on  their  books  as  accounts  receivable.  CLARK  stated  that  the  testimony  28 

"cannot  Jibe  with  what  was  said"  to  the  examiners.  29 

30 

Ha  said  that  if  he  had  known  about  the  commissions,  at  the  very  least  he  would  have  called  It  a  direct  31 

Investment  by  Madison  Guaranty  into  MFC  because  MGSL  would  be  funding  MFC's  obllgetlons,  and  he  would  32 

have  been  asking  what  WARD  did  to  cam  the  commissions,  end  that  the  commissions  would  been  a  further  33 

Indication  that  WARD  was  a  "straw"  buyer  in  the  IDC  purchase.  He  also  said  that  If  the  loan  had  been  made  34 

to  pay  commissions,  he  would  have  considered  the  loan  "deceptive  on  Its  face."  CLARK  stated  It  would  violate  35 

reguletions  that  required  transactions  10  be  fuliy  and  completely  documented  so  that  their  true  nature  Is  38 

apparent  to  the  examiners  and  anyone  else.  CLARK  said  that  there  was  no  way  that  the  trial  testimony  was  37 

consistent  with  what  he  had  been  told  during  tho  examination.  CLARK  stated  that  "connection  was  the  very  38 

point  he  was  seeking  and  they're  ssyino  In  the  examination  -  no."    CLARK  also  indicated  that  baaed  upon  39 

whet  ho  had  now  learned  the  option  was  created  "In  order  to  conceal  the  connection  --  whetever  it  was  -•  40 

between  #4027  and  Ward-MFC".  42 

42 

CLARK  was  asked  about  the  possible  use  of  the  May  1,1988  option  to  establish  a  valuo  for  the  property  for  43 

the  benefit  of  the  examiners.   CLARK  stated  that  he  "would  net  have  credited  the  value  bas6d  on  tho  option  44 

price".  }» 

CLARK  was  shown  a  copy  of  the  front  page  of  a  version  of  the  May  1 .  1 986  option  that  had  a  note  by  FORD  47 
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Indicating  that  she  hid  talked  to  DENTON  about  the  daaorlptlon  being  wrong.  Ha  had  no  particular  recollection  1 
of  the  note  or  tha  circumstance*.  2 

3 
CLARK  was  aikad  whether  ha  was  aware  of  WARD  being  released  from  personal  liability  on  three  of  hla  loans  4 
In  June,  1  BBS.  He  said  he  hed  not  boon,  end  likely  would  not  have  aeert  the  releases  because  the  'as  of*  date  6 
at  that  time  was  April  30,  1 980.  0 

7 
CLARK  was  sakad  whether  he  dealt  with  any  atate  regulators  during  the  examination.  8 

9 
He  recalled  the  Involvement  of  BEVERLY  BAS6ETT,  tha  Ark snas s  Savings  end  Loan  Supervisor.  He  said  that  10 
shortly  before  the  July  11,  1986  meeting  at  FHLBB  Dallas  between  MGSL  officials  and  FHLBB  supervisory  11 
agenta,  he  wes  told  by  supervisory  agent  CHIP  KEISWETTER,  that  BASSETT  had  requested  thet  aha  attend  12 
the  meeting.  CLARK  ssld  that  KiESWETTER  Indicated  that  he  waa  concerned  because  In  other  oaaea,  Taxaa  13 
regulators  had  attended  the  meetlnge  and  had  taken  tha  aide  of  the  Institutions,  CLARK  was  asked  If  It  waa  14 
common  for  atate  regulatora  to  attend  the  supervisory  meetings .  He  ssld  that  this  Instance  waa  the  only  one  1 5 
he  was  Involved  in  Texas,  but  that  the  practice  waa  relatively  common  In  other  FHLBB  districts.  16 

17 
CLARK  said  that  on  another  occasion  shortly  before  the  meeting,  one  of  tha  examiners  Involved  In  the  18 
exsmlnstlon  had  Indicated  s  concern  to  him  that  BASSETT  had  previously  done  work  for  MGSL  on  the  19 
CAMPOBELLO  project  specifically  concerning  an  Interstate  issue,  and  that  the  examiner  had  thought  It  20 
represented  a  conflict  for  BASSETT.  He  recalled  thet  BASSETT  hed  been  working  at  MITCHELL,  WILLIAMS  21 
when  thet  occurred.  CLARK  said  that  he  believed  that  ha  relayed  that  concern  to  KEISWETTER,  and  that  22 
KEISWETTER  brought  It  to  BASSETT's  attention.  CLARK  did  not  know  whet  the  result  waa,  but  recalled  that  23 
aha  did  attend  the  meeting.  24 

25 
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Kock   oilice.    Present  were  jonn  i^cLnaui.   .....  .    ....:,,.,....   .....„, 

Hawkins,  Don  Denton.   The  following  actions  were  taken  on  loans: 


APPLICANT:      Seth  Ward 

PURPOSE:        Consumer/Personal  Use 

AMOUNT:         $400,000 

COLLATERAL:     Based    on   borrower's    financial    ability 

additionally  secured  by  two  tracts  of  land  at 

145th   Street,    Little   Rock,    Arkansas — no 

appraisal 
TERM:  $400,000  @  12%  for  60  days 

CREDIT 
PROCEEDS:      Pay  a  personal  debt 

Pay  income  taxes 

Purchase  airplanes 
ACTION:        All  members  approved 

APPLICANT:      Abeles,  Inc. --Jack  Patterson,  principal 

(past   credit   customer  with  Madison--see 

MS  Limited  Partnership  loans) 
TERMS:         $350,000  Q   10. 5%,  30  year  loan 
COLLATERAL:     Robert  Palmer:   $600,000  sales  value 

Discounted  value: 

8  condominimums  @  12  &   Louisiana 
PURPOSE:       Purchase  and  improvements 

Purchase  price  $290,000 
ACTION:        Community  Development  Loan. 

All  members  approved. 


Pp 
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Ds 


.«**  oIlM  torn 


»•'*  you  a  security  M 


e  propeMy  deeci  rgeuj  t 


J?E&L_£iTAIE_ 


l  luiihei  mcui«D  br  •"»  '•"l|<"<pol|njoui(  •)£••"!** 

„.„,. ..„.,.,.  M0RTGAGE"JC0VER1NG* 


.....    MARCH  31^1 986> 


I  you  in  Ihle  properly.  erwJ  jhe^obllgeilons  W£  *0'.**'n* 

RTGAGE  COVERING  PART  OF  TRACTS  27  &  28,   H0LMAN  ACRES  MORE  PARTICULARY  DESCRIBED *IN. MORTGAGE 
EVEN  DATE.  \       '         .  '.        i*"  ^".^ftV. 
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1IILE   ROCkrARKAjfSArf- 72207  ~ 

LITTLE   ROCK,   ARKANSAS      72203 

UNDIB   S  NAME  AND  ADDRESS 
"VOw"  mil"l  III!  landd    til  tuUtlwi  ana  f.l.gn, 

l ..n  Hun*.,       ?<>•*■  7-  .So 

0.„          MARCH  31,                   1986 
„ ,0„.        MAY   30,               1986 

OORROWER  s  NAMtSarAit)  AD0B1SS 

t,,,,^,,    400,000.00 

1    inclwda.  c»cn  Lxiomi  ,t>j.,    (o.nii,  and  ie.cn", 

R.  n,—.i  Ol 

VdR^HUN'oRED' THOUSAND"  AW'ioTfocf"'  ' 
m.....  „«m         M'ARCH  3TTT986 

iJdnionsl  fm»nt»  Chat  o*t  t«l  •  "»)  which  ioi  j' 

>  O  on  tJ*m«nd  |b|  O  on  demand  Cu 

H  |a|  lb  I  or  Id  ii  marked.  I  wiM  pa*  ect.u. 

Dio 


ou     ,     400,000.00 

DH59?.""! v.r.,..,.™..  7'MAY  397>?§<?  7. 


MAY  30. 


1286      1c,q, 


a 


.....d.,rt..cnD...„, 


D  loih.i)  . 


-NTS   Each  paymani  when  iaak  if.»u  I*  »pt/i.«  J  lii.i  loyyaidocciu.d  Im.nca  ch.ig.. 

•  f«ma.nd«l  Ol  «.Ch  p.ym.r.,  bOiAg  ,ypl„a  10  f.doC.  in.  i-intvJl  b.lanc.     In.  l.n»l 

•u  may  bo  moia  o>  lc»  lhan  in*  emounl  ,cheJul«ddap«nding  upon  my  p.ymaniLcoid  Thai*  Mill  not  ba  a  r.lund  ol  any  additional  linanc*  chaioa.  liaiad  abo 

)UENCY  AND  DEFAULT  I  agire  10  pay  lha  coltt  you  incur  locollact  Ihn  note  .n  Ilia  fiQ(l  WILL  NOT  BE  CHARGED  A  PENALTY  FOR  PREPAYMENT 

I  my  dtlawll.  including  youl  itaionabll  alicunoy,  Ice,  I — 1 

«UI , ,.  Ol  -SJcQQ  ., ,u,un, ., .  p,,,„,n,  _■«!,  „  "I"''-""  "'"  M"  «"** "^iJSH  «-« 

,.«1L_.,„., j.,,. m„n1o,._NZA_  .„.„...„„„..„...„.„..    BUSINESS   INVESTMENT 

aca.d pay  .n,.,.„  .,  ,n. ,.,.  .,  12.000.,,...  ,..,  „„ 


THE  PURPOSE  OF  IMIS  LOAN  IS  . 


.  .ama.n.ng  unpaid  alicr  l.na 

maiumy.  including  maiumy  by  a 

mwmwi 

IOL  PERCENTAGE  RATE  J             FINANCE  CHARGE 

12.000          ./.Js     7,890.41 

AMOUNT  FINANCED 

s  '"'400,000",.00U'''' 

I01ALOF  -AtMtNlS 

s"*4  077890741° '""""" 

lha«*lha'.Shiu,.cca..t  a 

YES     Iwani 

ym.ni  Schedule  w.ll  be 

an  uam.iai-on 

«— 

,4077850. 

11     MAY  30,    1986 



> 

i 

i Nan  l.l.ng  Intutanr 

• 

QJf  Ihn  n«ii  ha  l  a  demand  lvaiw«  LJ  th,»  noi«  •>  iu- jL>Ic  un  demand  khJ  »n  d.in,i'"'fi  e>c  bated  pi.  an  &w**rij  *hJlv'i'»  oliiLiutjj 

,„,„„„ „  tXft „„..,._..„      MORTGAGE  ddVEdttOtAi:  fSTAtE 
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nam    II  I  par  oil  Uui  rwie  ee-lr  I  D  mar  XXI  *'»  «oi  he**  io  par  a  pen*.., 

Q  n.ar  X2  will  iHH  ba  am.ucd  in  a  letuftd  ol  pan  ol  il>«  ( 

mpl.on.  Someone  buying  m,  home         LJ  ma*,  tubjeel  io  cond.i«tmi.  be  allowed  io  XI  imnoi  tnum 


I n,„m.l._...N/.A. 
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ToPiupeHyln.uianca  Company 
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,400,000.00 
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™j=K.— 

«».«*-* 
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"JL. 

nca   l  mar  obi 

■  Ma)  kit.      Ciaii.i  Onabilny  In. 

nai  i.  accapiabla  lu  you   II  1  gel 

*400,000.00 
,   "7,890.41 
,407,890.41 

.u  h*v«  I  now  or   HckjIiCI  IO  0*1   1MJt.e»  IO  "'f 

ngVi.TC.'T'aiVna'm.^T^^  «l<8 i.d ..• Ci.db, .,.,.  MORTGAGE    COVER  1N( 

i„.n, ,„.. no,.  ta.„ „„„,,,,,.., o-.;dVi-u.c-.,ou real  ESTATE      ;_■        ..Tad-  MARCIL31,   1986 


CWJJ  &^.UA«.flM      111. 


II... 1,1. 


.AGE  COVERING  PART  OF  TRACTS  27  S  28,  llOLMAN  ACRES  MORE  PART1CULARY  DESCRIBED   IN  MORTGAGE 
EN  DATE. 


DD  000000021 


,  .g.r.u g„ 


BUSINESS 


nbad  abov*    boi  i 
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MORTGAGE 

WITH    POW til   OK  SALE   (Realty) 

KNOW  ALL  MEN  DY  THESE  PRESENTS; 

THAT SETHWARp ^ 

husband  end  wife.  CRANTORS. 

for  ond  in  consideration  of  Iho  sum  o(  One  Dollar  I II  00).  to  CRANTOIIS  in  hand  paid.  Ihc  receipt  of  which  n  hereby 
acknowledged,  and  in  consideration  of  the  premises  hereinafter  let  forth,  do  hereby  front,  barcain   tall  and  con.rr  unto 

, .  MAO  I  SON.  GUARANTY  SAV I NGS  AM) .  LOAN  ASSOC  I  AT  ION..        ........        "ranted 

(whither  one  or  more)  and  unto  CRANTEE'S  heiri  (successors)  and  assigns  forever,  the  followinc  property   situated 
in PULASK I County.  Arkansas: 

SEE  LEGAL  DESCRIPTION  ATTACHED  HERETO  AND  MADE  A  PART  HEREOF 


TO  HAVE  AND  TO  HOLD  the  tame  unto  the  said  CRANTEE,  and  unto  CRANTEE'S  heirs  (successors)  and 
assigns  forever,  with  all  appurtenances  llicicunlo  belonging:  and  all  rents,  income,  and  profits  therefrom  after  any 
default  herein. 

We  (I)  hereby  covenant  with  the  said  CRANTEE.  CRANTEE'S  heirs  (successors)  and  aaaigns.  that  said 
lands  arc  free  and  clear  of  all  encumbrances  and  liens,  and  will  forever  warront  and  defend  the  title  to  said  properly 

against  all  lawful  claims.   And,  we.  GRANTORS ?MV.  .VA.°P. 

for  the  consideration 

aforesjid  do  hereby  release  unto  the  said  CRANTEE  and  unto  CRANTEE'S  heirs  [successors)  and  assigns  forever, 
all  our  rights  and  possibility  of  dower,  curtesy  and  homestead  in  and  to  the  said  lands. 

Tic  sale  is  on  the  condition,  that  whereas.  CRANTORS  are  justly  indebted  unto  said  CRANTEE  in  the  sum  of 

...FOUR  .HUNCHED   THOUSAND  AND  .N0/l00:r.-T--T":.-:-T----.:.v:-:--DolUr,  ,,400,000,00  .,. 

evidenced  by . ..    IHE. ..  .promissory  note.,  dated ?-AP.vH.?.'  i 19.86,  jn  the  ,uin  of 

♦  ,fQ9.'.QW:PP..  bearing  Interest  from  date  until  due  at  the  rale  of  '?-Q9.°7.  per  annum  and  threafter  until  paid 
at  Ihc  role  of  '4:99.9%  por  annum,  payable  as  follows: 

AS  STATEO  IN  NOTE  OF  EVEN  DATE 


This  mortgage  shall  also  be  security  for  any  other  innVUcdnrsa  of  whulsurver  kind  that  the  CRANTEE  or 
the  holders  or  owners  of  this  mortgage  may  hold  against  CRANTOIIS  by  rcnton  of  future  advances  made  hereunder, 
by  purchase  or  otherwise,  lo  the  time  of  Use  satisfaction  of  this  mortgage. 

In  the  event  of  default  of  payment  of  any  part  of  said  sum.  with  Interest,  or  upon  failure  of  CRANTORS 
to  perform  the  agreements  contained  herein,  the  CRANTEE.  CRANTEE'S  heirs  (successors)  and  assigns,  shall 
ha\c  the  right  to  declare  the  entire  debt  to  be  due  and  payable;  notice  lo  CRANTORS  is  waived,  and  said  option 
may  be  exercised  at  any  time  after  default;  and 

GRANTORS  hereby  covenant  that  they  will  keep  all  improvements  Insured  against  fire,  with  all  other  full 
coverage  insurance,  loss  payable  clause  lo  holder  and  owner  of  this  mortgage:  lhat  said  improvements  will  be 
kept  in  a  good  stale  of  repair,  and  waste  will  neither  be  permitted  nor  committed;  lhat  all  taaes  of  whatever 
nature,  aa  well  aa  assessments  for  improvements  will  be  paid  when  due.  and  if  not  paid  CRANTEE  may  pay  same 
and  shall  have  a   prior  lien  upon  said  property  for   repaym.nl.  with  interest  at  the  rale  of   10T.   per  annum:   now. 


L,L>  ouuuuuu. 
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MEM  0  R  A  N  D  U  M 


John  Latham 


FROM:  Don  DentonJ) 
July  14,  1986 
Ward,  Seth 

It  is  my  understanding  that  Seth  had  an  arrangement  with  Madison  Financial 
Corporation  that  he  would  receive  a  5300,000  commission  for  his  participation 
in  the  acquisition  of  part  of  the  real  estate  acquired  in  September  of  1985 
from  Industrial  Development  Corporation.  It  is  also  my  understanding  that 
Madison  Financial  Corporation  was  not  in  a  position,  from  a  liquidity 
standpoint,  to  make  payment  to  Seth  in  early  April  1986. 

Seth  had  originally  borrowed  $1,150,000  from  Madison  Guaranty  vfor  his  part  of 
the  purchase.  Subsequent  sales  reduced  the  balance  of  his  loan^9ti«&> $70,000  by 
early  April  of  1986.  A  new  note  was  drawn  in  the  amount  of  $70,000,  payable  to 
Madison,  which  now  matures  November  30,  1986. 

On  March  31,  1986,  Seth  executed  a  note  in  the  amount  of  $400,000  secured  by 
the  northeast  intersection  of  the  Pine  Bluff  Freeway  and  145th  Street.  We 
originally  advanced  the  full  $400,000  with  Seth  subsequently  repayasg  on  April 
23  $100,000  of  this  loan.  The  current  balance  is  $300,600  which  has  been 
extended  to  November  30,  1986.  In  the  interim,  pending  preparation  of  an 
option  agreement  whereby  Madison  Financial  would  purchase  the  northeast  corner 
from  Seth,  a  note  was  drawn  in  the  amount  of  $300,000  dated  April  7,  1986, 
payable  to  Seth  Ward,  executed  by  Madison  Financial  Corporation.  This  note  was 
later  destroyed  and  replaced  by  a  similar  note.  An  option  agreement  was  drawn, 
dated  May  1,  1986,  obligating  Seth  to  sell  the  property  to  Madison  if  it  so 
opted.  This  option  was  in  the  amount  of  $400,000  and  I  am  assuming  this  would 
cover  the  $300,000  note,  the  $70,000  note,  and  interest  on  those  two 
obligations. 

It  is  my  understanding  that  title  to  some  50  acres  on  the  northeast  boundary  of 

145th  Street  remains  in  Seth's  name  and  is  not  -included  in  this  option 

arrangement.  This  is  the  property  that  Peacock  is  currently  developing  for  an 
FHA  project. 

Seth  has  a  third  note  with  Madison  Guaranty  S&L  which  to  my  knowledge  has  no 
connection  with  the  145th  Street  project.  This  note  is  #4215  in  the  aTOunt  of 
$93,000,  dated  June  10,  1986.  This  loan  matures  January  30,  1987  and  is 
unsecured. 

HDD/ly 

DL>  000000063 
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RESOLUTION 


I  certify  that  at  a  special  meeting  of  the  Board  of 
Directors  of  Madison  Financial  Corporation,  held  on 
April  4,  1986,  the  following  resolutions  were 
adopted: 

"BE  IT  RESOLVED  THAT  Madison  Financial  Corporation 
is  authorized  to  borrow  $300,000.00  from  Seth  Ward. 
The  loan  is  unsecured.  The  term  of  the  loan  is  two 
(2)  months  with  interest  at  12*. 

It  is  further  resolved  that  Madison  Financial 
Corporation  is  authorized  to  borrow  $70,943.47  from 
Seth  Ward.  The  loan  is  unsecured  and  is  for  a  term 
of  two  (2)  months  with  interest  payable  at  12%." 


iehn  M.  Latham 
Secretary 


STAIE  OF  ARKANSAS  ) 

)  ss 
COUNTY  OF  PULASKI  ) 

ACKNOWLEDGEMENT 

On  this  ~^  '       n  day  of  1  I  Ax  JL , 

1986,  before  me  ItxtvLur-  C]/'tJCv'.-rc.;r.i_ 
a  Notary  Public,  commissioned  and  duly  qualified, 
appeared  in  person,  the  within  named  John  M.  Latham 
to  me  personally  well  known,  who  stated  that  he  was 
secretary  of  Madison  Financial  Corporation,  and  was 
fully  authorized  in  his  respective  capacity  to 
execute  the  foregoing  instrument  for  and  in  the 
name  and  behalf  of  said  corporation,  and  further 
stated  and  acknowledged  that  he  had  so  signed, 
executed  and  delivered  said  foregoing  instrument 
for  the  consideraton,  uses  and  purposes  therein 
mentioned  and  set  forth. 

IN  TESTIMONY  WHEREOF  I  have  hereunto  set  my  hand 

and  official  seal  this  "7^   day  of  f) p-o-g 

1986. 


C_No.tary  Pubiric 
My  Commission  Expires  '  _  ' '  °  ""  j  *- 


*»C 
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CPRPPRATIO?; 

ai:3As    gggg    ' 


AND  ADDRESS 
jointly  and  vevei 


IUll!"i ._. 


LI7TLI 


Loan  Number  . 

Due 1—11 


i  u»  \a  mm  or  vour  order,  at  vour  address  listed  above  the 
*' .T^ryg-ITY   THX^.-.  '.."?   •'i"::^a   FOETV-Tu^cc  A,.q  i7 r.nr. 


Q9  Slngl*  Advance:  I  have  received  AM  of  this  principal  Sum 

D  Multiple  Advence:  The  pr— 

the  a  ^ 

Conditions:  The  condmc         {** /^T\P  \-&  "b 

D  Open  End  Credit:  You .         \>*-*r^ 


<ii  advances  ere  coniempieied  under  this  note. 

urn  amount  of  principal  I  can  borrow  under  this  note.  As  of  today  I  have  r 

nd  future  prmcipel  edvances  are  coniempieied.  € 


'*U 


nount  of  principal  more  then  one  time  This  feature  is  subject  to  all  c 


3  L 


conditi 

LD  Cloted  End  Credit:  Yol 

PURPOSE:  The  purpose  of  this  loan  is 

INTEREST:  I  agree  to  pay  interest  on  th«-pnncipel  balanced)  owing  from  t 

□  Fixed  Rate:  I  egree  to  pey  interest  et  the  fixed,  simple  rate  of  _1_ 

G  Varieble  Rate:  I  egree  to  pay  interest  at  the  initial  simple  rate  of . 

Q  Index  Rate:  The  fuiurc  rate  will  be 


maximum  only  one  time  (and  subteci  to  all  other  conditions) 


i  steted  m  this  section. 

\per  year. 

%per  yeer  This  r 


i  may  cnange  as  i 


.the  following  index  rate. 


D  No  Index:  The  future  rate  will  not  be  subject  to  any  internal  or  external  index.  It  will  be  entirely  in  your  control 

Q  Frequency  end  Timing:  The  rate  on  this  note  mey  increase  as  often  as  , , 

An  increase  in  the  index  will  take  effect — _ 


D  Limitations:  The  rate  on  this  note  will  not  at  any  time  land  no  matter  what  happens  to  eny  index  rate  used)  go  above  or  below  these  limits: 

D  Meximum  Rate.  The  rate  will  not  go  above   — 

D  Minimum  Rete:  The  rate  wilt  not  go  below   

Post  Meturity  Rete:  I  agree  to  pey  interest  on  the  principal  owing  after  maturity,  and  until  paid  in  full,  as  stated  below 
D  on  the  same  fixed  or  variable  rate  basis  in  effect  before  maturity  (as  indicated  above! 
Q. terete* 


'.">   il 


D  ADDITIONAL  CHARGES:  In  addition  to  interest.  I       D  have  paid      D  agree  to  pay      the  following  additional  charges 


PAYMENTS:  I  agree  to  pay  this  note  as  follows 
0  Interest:  I  agree  to  pay  accrued 


D  Pnncpai  I  agree  to  pay  the  principal 


D  Installments:  l  agree  to  pay  this  no 
end  will  be  due  . 
each 


.  peyments.   The  first  peyment.  will  be   m  the   amount   of   f   _.   ,  -._ 

___ __ .  1 9       ,       .  A  payment  of »  ,     ..  will  be  due  on  the  . 


.thereafter  The  final  payment  of  the  entire  unpeid  baianct 


principal  and  interest  will  be  due  . 


..  19. 


D  Effect  of  Vxrrable  Rate:  An  increase  in  the  interest  rate  will  have  the  following  effect  on  the  peyments 
0  The  amount  of  each  scheduled  payment  will  be  increased. 
Q  The  amount  of  the  final  peyment  will  be  increesed 

□ 


ADDITIONAL  TERMS: 


□  SECURITY:  This  note  is  secured  by 


D  If  checked,  no  egreemen 


ngned  today  securing  this  note 

i  use    it  may  not  include  every  agree- 


SIGNATURES:  I  AGREE  TO  THE  TERMS  OF  THIS  NOTE  IINCLUDir 
THOSE   ON  THE   OTHER   SIOE).   I  have  received  a  copy  on  todays  dt 


Lib  uuuuucius: 
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*><$f&N^ 

AJFCDWOtMUUN 

r                          SiTH  UARO 
58  RIVER  RiDGE  H0A3 
LITT.E  ROCK .   M5KAKSAS     722C7 

LENDERS  NAME  AND  ADDRESS 
"You"  means  the  lender,  us  successors  and  assigns 

1,  nan  MfMhN                 

UfcA?     72203 

-WKIt.    /. 

,-* 

LJjtft^i-SAsS1 

M.i„.,r«  n.i.            "UNi     D. 

.  IS  k'c 

J^^D  ADDRESS 
jDo-t.  loini'v  and  severally. 

......  a — «  iC-j.ooa.oc 

dude*  each  borrower 

Renewal  01 

7Z-.~..a  m  nav  to  vou  or  your  order,  ai  vour  address  iisied  above  the  _.  _  _ 
,pn,m,..topoytoyou  o  £  ,,.;r;03Ej  THOUSAI.L.  AMD  NC7T00 
PRINCIPAL  sum  o/  — I - — 


XI  Single  Advance:  I  have  received  all  ol  this  principal  sum  No  additional  advances  ere  contemplated  under  this  note. 
D  Multiple  Advance:  The  pnnopel  sum  shown  aBove  is  the  ma«imum  amount  ol  principal  I  can  borrow  under  thu 
the  amount  ot  * and  future  principal  advances  are  contemplated. 


n,.,....  ^C, 000. 00 


As  of  today  I  have  t 


Condition*:  The  conditions  (or  future  advances  ara  . 


G  Open  End  Credit:  You  and  I  agree  thai  t  may  borrow  up  to  the  maximum  amount  of  prir 
conditions  and  expires  no  later  then  . 


than  one  time.  This  featu 


l3  Closed  End  Credit:  You  and  I  agree  Jthat  ^may  borrow  up  to  the 


PURPOSE:  The  purpose  ot  this  loam 


"1NESS 


only  one  lime  (and  subject  to  all  other  conditions). 


INTEREST:  I  agree  to  pay  interest  on  ihe  principal  balance(s)  owing  from 
^3  Fixed  Rete:  I  agree  to  pey  interest  ai  the  fixed,  simple  rate  of  — 


>me  to  time  as  stated  in  this  section. 

'■  *u')v %  per  veer. 

Q  Variable  Rate:  I  agree  to  pay  interest  at  the  initial  simple  rate  of  ___^___  %  per  year.  This  rate  may  change  as  slated  below. 
Q  Index  Rate:  The  future  rate  will  *~  '**  following  index  rate:  _________ 


D  No  Index:  The  future  rata  will  not  be  subject  io  any  internal  or  external  index.  It  will  be  entirely  in  your  control 

G  Frequency  end  Timing:  The  rate  on  this  note  may  increase  as  often  es  ... 

An  increase  m  the  index  will  take  effect   , 


D  Limitations;  The  raie  on  this  note  will  not  at  any  time  (and  no  matter  what  heppens  to  any  index  rete  used)  go  ebove  or  below  these  limns: 

D  Maximum  Rate:  The  rate  will  noi  go  above  . 

D  Minimum  Rata:  The  rate  will  not  go  below  

Post  Maturity  Rate:  I  agree  to  pay  interest  on  the  principal  owing  after  maturity,  and  until  paid  m  full,  as  stated  below: 
G  on  the  same  fixed  or  variable  raie  basis  m  effect  before  maturity  (as  indicated  above)- 
®  a,  a  rate  equ.l  to         '2-00C 


G  ADDITIONAL  CHARGES:  In  addition  to  interest.  I       G  have  paid      G  agree  to  pay      the  following  additional  charge 


PAYMENTS:  I  agree  to  pay  this  note  as  follows: 
oB  Interest:  I  agree  to  pay  accrued  interest  . 


IN  THE  AMOUNT  OF  SS, 917.81    ON  JUNE  G,    1986 


ft 


Principal:  I  agree  to  pay  the  principal 


IN  THE  AMOUNT  OF  $300,000.00  ON'  JUKE  s,    ij~5" 


G  Installments;  I  agree  to  pay  this  note 
and  will  bedue__ 
each 


payments    The  first   payment   will   be   in  the 
1 9 A  payment  of  t  . 


i  ceaue  en  the. 


.  thereafter.  The  final  payment  of  the  c 


principal  and  interest  will  be  due  _,—  ,  ,  ■ — — .  •  9     ■    ■  .<  ■ 

G  Effect  of  Variable  Rate:  An  increase  in  the  interest  rate  will  hove  the  following  effect  on  the  payments: 
G  The  amount  ol  each  scheduled  payment  will  be  increased. 
G  The  amount  of  the  final  payment  will  be  increased. 

D — 


ADDITIONAL  TERMS: 


D  SECURITY:  This  nole  is  secured  by 


D  II  checked,  no  agieem 
(Tn.s  sect.cn  is  lor  vou 


signed  today  securing  thu 


SIGNATURES:  I  AGREE  TO  THE  TERMS  OF  THIS  NOTE  IINCLU 
THOSE  ON  THE  OTHER  SIDE).  I  nave  received  a  copy  en  todays 


b^>   UU0UOUO33 
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v^isc  f;1'.. 

liAL  C:n?  F.I7I0H 

set:.  „•.■.: 

43  r;!VEi:  .M5G:  fr.. 

L!TTLE  'rCIC.  /..'C-',  :.\S     722.7 

LENOER'S  NAME  AND  AOORESS 

"You  '  means  ine  lender,  its  successors  and  assigns 

9..-f.-..-.y  ,*■»! 

i  ;tti  '  r.irA 

*KAi:>*-.      7?*", 

n...      tS-JI     ~ 

■ 

BORROWER'^ 

"I"  includes  each-burro* 

AlE  AND  ADDRESS 

fr  above,  jo.niiv  and  severally 

Henewai  01 

I  promise  io  pay  to  you.  or  your  order,  ji  your  address  iisied  above  (he 

PRINCIPAL  sum  of  TH-TC    M.lr.nJr-    TM^'CjMr,     •  r,. 


Ooiiars  s  . 


GTJ  Single  Advance:  I  have  received  ell  of  this  principal  sum  No  additional  advances  are  contemplated  under  thu  note 
D  Multiple  Advance:  The  pnncipei  sum  shown  above  is  the  maximum  amount  of  principal  I  can  borrow  under  this  note   As  of  t 
the  amount  of  »  _  and  future  principal  advances  are  contemplated 

Conditions:  The  condition  -■*—*•»  mim  , 


D  Open  End  Credit:  You 

condit 

LH  CloMd  End  Credit:  T< 

PURPOSE:  The  purpose  of  inn  loan  t 

INTEREST:  I  agree  to  pay  interest  on 

CD  Fixed  Rate:  l  agree  to  pay  if 

D  Variable  Rate:  I  agree  to  pey".nteYest'etTr»e  n 

D  Indea  Rate:  The  future  rate  will  be 


1  amount  of  principal  r 


.  This  feature  is  subject  to  all 


1  (and  subject  to  all  other  conditions) 


e  to  time  i 

ceo 


d  in  this  section 

.  %  per  year. 

%  per  year  This  rate  r 


r  change  as  stated  below 


_  trie  following  index 


D  No  Index:  The  future  rate  will  not  be  subject  to  any  internal  or  external  index.  It  will  be  entirely  in  your  control 
Q  Frequency  and  Timing:  The  rate  on  this  note  may  increase  as  often  as  _^__^_______^_^^^_^^^_ 

An  increase  m  the  index  will  take  effect    ^^^_^^^___^_^^^^_^^^^____^^_^^ 

D  Limitations:  The  rate  on  this  note  will  not  at  any  time  (and  no  mi 

D  Maximum  Rate:  The  rate  will  not  go  above   

D  Minimum  Rate:  The  rate  will  not  go  below    


t  happens  to  any  mdax  rate  used)  go  above  or  below  these  in 


Post  Maturity  Rate:  I  agree  to  pay  .merest  on  the  principal  owing  after  maturity,  and  until  paid  in  lull,  as  stated  below 
D  on  the  same  fixed  ot  variable  rate  basis  in  effect  before  maturity  (as  indicated  above). 
Q  at  a  rate  equal  to         *^    "'*''• 

D  ADDITIONAL  CHARGES:  In  addition  to  interest.  I       D  have  paid      □  agree  to  pey      the  following  additional  charges  . 


PAYMENTS:  I  agree  to  pay  this  note  as  follows 
CD  Interest:  l  agree  to  pay  accrued  i 


r;  Tr.;  Ar.ou.yr  Cr  ss.9i7.r-  ar  au.-g  s.  i&r.-j 

6  Principe*  I  agree  to  My  .■».  p.-.m-.p,!  1.'.    THE    A'.{  .7,7    Or    S300  .OOO.-l-j    Oi.    Wl"    G.     19£6 


O  Installments:  l  agree  to  pay  this  note 
and  will  be  due  , 
each 


payments    The  first  payment  will  be 
1 9 A  payment  of  * 


nil  be  due  on  the. 


.  thereafter.  The  final  payment  of  the  entire  unpaid  baianc 


principal  and  interest  will  be  due  „ 


D  Effect  of  Variable  Rate:  An  increase  in  the  interest  rate  will  have  the  following  effect  on  the  payments 
D  The  amount  of  each  scheduled  payment  will  be  increased 
LJ  The  amount  of  the  final  payment  will  be  increased 

d . 


ADDITIONAL  TERMS: 


D  SECURITY:  This  nole  is  secured  by 


U  II  checked,  no  agreement  was  signed  today  securing  t 


al  securing  this  note  You 


SIGNATURES:  I  AGREE  TO  THE  TERMS  OF  THIS  NOTE  (INCLUOI 
THOSE  ON  THE  OTHER  SIDE).  I  have  received  a  copy  on  todays  d 

kae-is::  -h.\.<zi*~  zjw-., r;.;.. 


DD   0UUUUU034 


486 

RESOLUTION 


I  certify  that  at  a  special  meeting  of  the  Board  of  Directors  of 
Madison  Financial  Corporation,  held  on  May  1,  1986,  the  following 
resolution  was  adopted: 

"BE  IT  RESOLVED  THAT  Seth  Ward  has  granted  to  Madison  Financial 
Corporation  an  exclusive  option  to  purchase  the  property  described 
below  at  a  price  of  $400,000.  Madison  Financial  Corporation  will 
execute  this  option  agreement. 

All  buildings  and  improvements  thereon,  situated  in  the 
City  of  Little  Rock,  Pulaski  County,  Arkansas,-  to-wit:  A 
tract  of  land  located  in  the  NEV  S»h  Section  24,  T-l-S,  R-12- 
W,  Pulaski  County,  Arkansas,  more  particularly  described  as: 
Starting  at  an  iron  pin  marking  the  intersection  of  the  North 
right-of-way  line  of  East  145th  Street' and  the  West  right-of- 
way  line  of  Dineen  Drive;  thence'  S89  44'  40"  E  along  said 
North  right-of-way  line,  22. 75-  feet;  thence  Southeasterly  and 
continuing  along  said  North-  right-of-way  line,  being  the  arc 
of  a  2,915  ft.  radius  curve  to  the  right  having  an  arc 
distance  of  559.07  feet;  thence  S78  45'  20"  E  and  continuing 
along  said  North  right-of-way  line,  2724.44  feet  to  the  point 
of  beginning  of  the  tract  of  land  described  herein;  thence  N 
11  14'  40"  E  and  perpendicular  to  said  North  right-of-way 
line,  522.72  feet  to  a  point;  thence  S78  45'  20"  E  and 
parallel  with  said  North  right-of-way  line,  555.56  feet  to  a 
point;  .thence  S  11  14'  40"  W  and  perpendicular  to  said  North 
right-of-way  line  522.72  feet  to  a  point  on  said  North  right- 
of-way  line;  thence  N78  45'  20"  W  along  said  North  right-of- 
way,  555.56  feet  to  the  point  of  beginning,  containing 
f   290,402.32  sq.  ft.  or  6.6667  acres,  more  or  less." 


John  M.  Latham 
Secretary 

STATE  OF  ARKANSAS  ) 

)  ss 
COUNTY  OF  PULASKI  ) 

ACKNOWLEDGEMENT 

On  this  '-■?  ~    day  of  K  l<-.  V ,  1986,  before  me 

fatt !«.■<".  ~i   He i .Iny- ,  a  Notary  Public,  commissioned  and 

duly  qualified,  appeared  in  person,  the  within  named  John  M.  Latham  to 
me  personally  well  known,  who  stated  that  he  was 
secretary  of  Madison  Financial  Corporation,  and  was  fully  authorized 
in  his  respective  capacity  to  execute  the  foregoing  instrument  for  and 
in  the  name  and  behalf  of  said  corporation,  and  further  stated  and 
acknowledged  that  he  had  so  signed,  executed  and  delivered  said 
foregoing  instrument  for  the  consideraton,  uses  and  purposes  therein 
mentioned  and  set  forth. 

IN  TESTIMONY  WHEREOF  I  have  hereunto  set  my  hand  and  official  seal 
this  _   --S  * '/     day  of   ^)U<"7 . ,  1986. 


^-Notary  Publid 


ary  Public^  LL;  uuOUOOU-- 

My  corrmission  expires  I '  >  -  I  (.-  '(  ~1 — ___..  • 
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OPTION  TO  PURCHASE  REAL  ESTATE 


This  option  granted  this  1st  cay  of  May,  1986,  by  SET!':  WARS  and 
YVCS'NI  ANNA  WARD,  his  wife  (collectively  "Grantor"),  to  MA2I50N 
FINANCIAL  CORPORATION  ("Optionee"), 


1.   GRANT  0"  OPTION.   In  consideration  of  Optionee's  pcy-ent  t: 
the  Grantor  of  One  Thousand  Dollars  (SI, 000. 00),  and  other  'good  and 
valuable  consideration,  the  receipt  and  adequacy  of  which  is  hereby 
acknowledged,  Grantor  hereby  grants  to  Optionee  an  exclusive  and 
irrevocable  Option  to  purchase  the  following  described  property 
together  wich  all  buildings  and  improvements  thereon,  situated  in 
the  City  of  Little  Rock,  Pualski  County,  Arkansas,  to-wit: 


Part  of  Tracts  27  &  23,  Kolman  Acres,  Pulaski  County, 
Arkansas  . 


1p* 

SWl-063 


488 

2.  .  PURCHASE  PRICE.   The  purchase  price  for  the  properly 
hereinabove  described,  together  with  all  improvements  theron,  shall 
be  Four  Hundred  Thousand  Dollars  (S400.000.00) . 

3.  EXPIRATION  DA".   This  Option  shall  expire  at  6:00 
o'clock,  P.M.,  Central  Time,  on  August  1,  1986. 

4.  FAIIU?.-  TO  EXACTS;  OPTION.   I:  Optionee  does  not  exercise 

this  Option  as  herein  provided,  all  sums  paid  by  hia  hereu.-.cer  shall 
be  retained  by  t!ie  Crantor  free  of  all  claims  of  Optionee,  and 
neither  party  shall  have  any  further  rights  of  claims  against  the 
other . 

5.  EXI3CISE  Q~  OPTION.   This  option  shall  be  exercised 
by  Optionee's  delivering  to  the  Crantor  •-•ritten  notice  of  such 
exercise  on  or  before  the  expiration  date,  or  any  extension  thereof, 
or  by  Optionee's  mailing  such  written  notice  of  exercise  by 
certified  mail  to  Grantor  at  least  two  (2)  days  before  the 
expiration  date,  or  any  extension  therof;  and  such  notice,  if  so 
mailed,  shall  be  deemed  valid  and  effective  whether  or  not  it 
actually  is  delivered  to  Grantor  prior  to  the  expiration  date,  c: 
any  extension  thereof. 


SWl-064 
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6.    CLOSING  3-ECU I  STENTS.   In  the  event  of  Optionees 
exercise  of  this  Option: 

a.  Closing  will  occur  within  30  days  after  the 
exercise  of  this  Option,  which  date  may  be  extended  by 
mutual  agreement; 

b.  The  Crantor  shall  deliver  at  closing  to  Optionee, 
or  his  ncni.-.ee.  a  general  warranty  deed  conveying  good  and 
marketable  title  in  fee  simple  tc  the  aforesaid  premises. 
free  and  clear  of  all  liens,  encumbrances  and  tenancies. 
except  these  for  streets  and  utilities  and  tenancies  which 
may  be  disclosed  by  Grantor  to  Optionee  prior  to  the 
granting  of  this  Option; 

c.  Taxes  and  assessments,  if  any,  due  on  or  before 
the  closing  date  shall  be  paid  by  Grantor.   Taxes  and 
assessments,  if  any,  for  1985  shall  be  prorated  as  of  the 
closing  date; 

d.  Grantor,  at  Grantor's  sole  expense,    shall  furnish 
Optionee,  within  30  days  after  exercise  of  the  Option,  a 
complete  abstract  certified  to  a  current  date,  or  at 
Grantor's  option,  a  commitment  for  an  owner's  title 
insurance  policy  convertible  at  closing  to  an  owner's  policy 
issued  on  ALTA  Form  B.  1970,  reflecting  merchantable  title 
satisfactory  to  Optionee's  attorney.   In  the  event  an 
abstract  is  furnished  and  an  examination  of  title  to  said 

-3-  0190g 

SWl-055 
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property  shaJ.1  e:scUse  t.-.at  the  same  is  not  gccd  and 
marketable,  ar.d  if  trie  cause  of  such  ur.marketabi  li  ty  shall 
not  be  removed  by  Grantor  prior  to  the  date  fixed  for  closing, 
then  Grantor  may  exercise  his  option  to  furnish  Optionee  a 
policy  of  title  insurance  satisfactory  to  Optionee.   If 
marketable  title  cannot  be  conveyed  at  closing,  any  monies  paid 
by  Optionee  en  account  of  the  purchase  price  cf  said  property, 
including  any  sums  paid  as  consideration  for  the  granting  c: 
this  Option,  shall  be  refunded  to  Optionee; 

e.  The  risk  cf  loss,  damage,  condemnation,  or 
destruction  of  the  premises  or  improvements  thereon  by  "fire, 
or  otherwise,  until  closing  shall  be  on  Grantor; 

f.  Revenue  stamps  to  be  placed  en  the  Deed  shall  be 
at  the  ez?er.se   of  Grantor. 

7.  P.Vr^SNT  or  RVRCHAS;  PRICI.   A:  closing.  Optionee  will 
pay  Grantor  in  casn  an  amount  equal  to  the  purchase  price  set 

'out  in  accordance  witn  Paragraph  2  hereof. 

8.  NOTICES .   Any  notices  required  hereunder  shall  be 

effective  if  given  to  the  parties  hereto  at  the  following 

addresses,  or  such  other  address  as  either  party  may 

subsequently  designate  in  writing: 

OPTICNil:       Madison  Financial  Corporation 
1308  South  Main 
Little  Rock,  Arkansas   72201 

GRANTOR:        Seth  ward 

15th  a  Mam 

Little  Reck.  Arkansas   7  2  201 


oisog 


SW1-0  6S 
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9.  ASSIGNMENT .  Tins  Option,  be£orr!  or  ,i[tc>  i  I  »  ,..,.,,_.,. 
may  be  assigned  by  Oplionee  without  the  prioc  wcittan  consent 
Granto  r . 

GRANTOR: 


'-^4  Sf/rfL 


Seth   Ward 


OPTIONEE: 

MAUI  SON    FINANCIAL    CORruriATIUt! 


«jQ-^ 


Ulr'. 


STATU  CF  ARKANSAS   ) 

)ss 
COUNTY  CF  p-jlask:   ) 
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,\CKNOWU-.UCMI\M"l 


On  :a:s  day  before  me.  Che  tinders  igned  office:,  [■<_•  r-on.i  i  :  . 
appeared  SETH  \it\R2  and  YVCNWE  ANNA  ward,  his  ui:i!,  known  to  :n« 
to  fce  the  persons  whose  names  are  suoscrioed  to  the  foregoing 
Option  to  Purchase  Real  Estate,  and  acknou  iedged  that  the/  hi-. 
executed  the  same  for  the  purposes  therein  contained. 

WITNESS  iiiv  hand  and  oCCicial  seal  this   *><.'\      dav  o  f 


My  Commission  Expires: 
Augus:  26,  1=92 


.  '.#/(■;, 


j :  i  c 


lorocliv  L'.'Uii! 


-STATS  Or  ARKANSAS   ) 

)ss. 
COUNTY  CF  PULASKI   ) 


ACKNOWLEDGMENT 


Cn  this  day  before  me,  the  undersigned  officer,  personally 
appeared  Jcrr,  ^V&n  .S&:~' -<-/  M*iitm  :  ^r^1     known  to  me  to  be  the 
person  whose  name  is  sucscriced  to  the  foregoing  Option  to 
Purchase  Real  Estate,  and  acknowledged  that  he  had  executed  the 
same  for  the  purposes  therein  contained. 


Hjv 


WITNESS   my    hand    and   official    seal    this     SUi 
,     19  3  6. 


My    C:::^:ssion    Expires 


1  Hot^r/    Hub  I  i  c       / 


Dcrctliv  i.  /Jlliuer 
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OPTTCN  TO  PURCHASE  REAI.  ESTATE 

This  Opcion  granted  this  1st  day  of  May,  1986,  by  StTH  ward 
and  YVONNE  ANNA  WARD,  his  wife  (collectively  "Grantor"),  to 
MADISON  FINANCIAL  CORPORATION  ("Optionee"), 
W-I-T-N-E-S-S-E-T-H: 

1.    GRANT  OF  OPTION.   In  consideration  of  Optionee's 
payment  to  the  Grantor  of  One  Thousand  Dollars  (51,000.00),  a.-.d 
other  good  and  valuable  consideration,  the  receipt  and  adequacy 
of  which  is  hereby  acknowledged.  Grantor  hereby  grants  to 
Optionee  an  exclusive  a.-.d  irrevocable  Option  to  Purchase  the 
following  described  property  together  with  all  buildings  and 
improvements  thereon,  situated  in  the  City  of  Little  Reck, 
Pulaski  County,  Arkansas,  to-wit: 

A  tract  o*  land  located  in  the  NE  1/4  SW  1/4 

Section  24,  T-l-S,  R-12-w,  Pulaski  County, 
Arkansas,  more  particularly  described  as: 
Starting  at  an  iron  pin  marking  the 
intersection  of  the  North  right-of-way  line 
of  East  145th  Street  and  the  west 
right-of-way  line  of  Dineen  Drive;  thence 
S89*  44"  40'  E  along  said  North  right-of-way 
line,  22.75  ft.;  thence  Southeasterly  and 
continuing  along  said  North  right-of-way 
line,  being  the  arc  of  a  2,915  ft.  radius 
curve  to  the  right  having  an  arc  distance  of 
559.07  ft.;  thence  S78*  45"  20"E  and 
continuing  along  said  North  right-of-way 
line,  2724.44  ft.  to  the  point  of  beginning 
of  the  tract  of  land  described  herein; 
thence  N  11*  14'  40"  E  and  perpendicular  to 
said  North  right-of-way  line,  522.72  ft.  to 
a  point;  thence  S78*  45"  20*E  and  parallel 
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with  said  North  right-of-way  line.  555.56 
ft.  to  a  point;  thenca  Sll*  14'  40-w  and 
perpendicular  to  said  North  right-of-way 
line  522.72  ft.  to  a  point  on  said  North 
right-of-way  line;  thenca  N78*  45'  20*  w 
along  said  North  right-of-way,  555.56  ft.  to 
the  point  of  beginning,  containing 
290,402.32  sq.  ft.  or  6.6667  acres  more  or 
less. 

2.  PURCHASE  PBICS.  The  purchase'  prica  for  the  property 
hereinabove  described,  together  with  all  improvements  thereon, 
shall  be  Four  Hundred  Thousand  Dollars  (S400.000.00)  . 

3.  E~t?IBATION  DATS.   This  Option  shall  expire  at  6:00 
o'clock.  P.M..  Central  Tine,  on  August  1,  1936. 

4.  PAIUJRZ  TO  E^aCISZ  OPTICH.   If  Optionee  does  not 
exercise  this  Option  as  herein  provided,  all  suas  paid  by  him 
hereunder  shall  be  retained  by  the  Grantor  free  of  all  claims  of 
Optionee,  and  neither  party  shall  have  any  further  rights  or 
claims  against  the  other. 

5.  EJgaCISZ  O?  OPTT.OH.   This  Option  shall  be  exercised  by 
Optionee's  delivering  to  the  Grantor  written  notice  of  such 

-exercise  on  or  before  the  expiration  date,  or  any  extension 
thereof,  or  by  Optionee's  mailing  such  written  notice  of 
exercise  by  certified  mail  to  Grantor  at  least  two  days  before 
the  expiration  date,  or  any  extension  thereof;  and  such  notice, 
if  so  mailed,  shall  be  deemed  valid  and  effective  whether  or  not 
it  actually  is  delivered  to  Grantor  prior  to  the  expiration 
date,  or  any  extension  thereof. 

_2-  0190g 
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6.    CLOSING  RZQl':  3  EVENTS.   In  the  event  of  Optionee's 
exercise  of -this  Option: 

a.  Closing  will  occur  within  30  days  after  the 
exercise  of  this  Option,  which  date  may  be  extended  by 
mutual  agreement; 

b.  The  Grantor  shall  deliver  at  closing  to  Optionee, 
or  his  nominee,  a  general  warranty  deed  conveying  good  and 
marketable  title  in  fee  simple  to  the  aforesaid  premises, 
free  and  clear  of  all  liens,  encumbrances  and  tenancies, 
except  those  for  streets  and  utilities  and  tenancies  which 
may  be  disclosed  by  Grantor  to  Optionee  prior  to  the 
granting  of  this  Option; 

c.  Taxes  and  assessments,  if  any,  due  on  or  before 
the  closing  date  shall  be  paid  by  Grantor.   Taxes  and 
assessments,  if  any,  for  1986  shall  be  prorated  as  of  the 
closing  date; 

d.  Grantor,  at  Grantor's  sole  expense,  shall  furnish 
Optionee,  within  30  days  after  exercise  of  the  Option,  a 
complete  abstract  certified  to  a  current  date,  or  at 
Grantor's  option,  a  commitment  for  an  owner's  title 
insurance  policy  convertible  at  closing  to  an  owner's  policy 
issued  on  ALTA  Form  8,  1970,  reflecting  merchantable  title 
satisfactory  to  Optionee's  attorney.   In  the  event  an 
abstract  is  furnished  and  an  examination  of  title  to  said 
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property  shall  disclose  that  the  same  is  not  gocd  and 
marketable,  aad  if  Che  cause  of  such  unmarketability  shall 
not  be  removed  by  Grantor  prior  to  the  date  fixed  for  closing, 
then  Grantor  may  exercise  his  option  to  furnish  Optionee  a 
policy  of  title  insurance  satisfactory  to  Optionee.   If 
marketable  title  cannot  be  conveyed  at  closing,  any  monies  paid 
by  Optionee  on  account  of  the  purchase  price  of  said  property, 
including  any  suras  paid  as  consideration  for  the  granting  of 
this  Option,  shall  be  refunded  tc  Optionee; 

e.  The  risk  of  loss,  damage,  condemnation,  or 
destruction  of  the  premises  or  improvements  thereon  by  fire, 
or  otherwise,  until  closing  shall  be  on  Grantor; 

f.  Revenue  stamps  to  be  placed  or.  the  Deed  shall  be 
at  the  expense  of  Grantor. 

7.  PAYMENT  OP  PURCHASE  PRICE.   At  closing,  Optionee  will 
pay  Grantor  in  cash  an  amount  equal  to  the  purchase  price  set 
out  in  accordance  with  Paragraph  2  hereof. 

8.  NOTICES.   Any  notices  required  hereunder  shall  be 

effective  if  given  to  the  parties  hereto  at  the  following 

addresses,  or  such  other  address  as  either  party  may 

subsequently  designate  in  writing: 

OPTIONEE:       Madison  Financial  Corporation 
1308  South  Main 
Little  Rock,  Arkansas   72201 

GRANTOR:        Seth  Ward 

16th  &  Main 

Little  Rock,  Arkansas   72201 

_4_  0190g 
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9.  ASSIGNMENT.  This  Option,  before  or  after  its  exercise, 
may  be  assigned  by  Optionee  without  the  prior  written  consent  ai 
Grantor . 

GRANTOR: 


$..,S~Q. 


Setn  Ward 


OPTIONEE: 

MADISON  FINANCIAL  CORPORATION 


1/ 
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MEMO 


November  20,  1985 

TO:        Seth  Ward 
FROM:      Jim  McDougal 

I  apologise  for  being  slow  on  getting  you  an  update 
since  you  returned  from  France. 

The  following  properties  have  been  sold  from  our 
portfolio: 

1)  The  Levi-S trauss  Building 

2)  The  Southwest  Quadrant  (Tucker  Sale) 

3)  The  2  acres  on  Scot:  Hamilton  Drive 

4)  9  acres  off  Murray  Drive 

Additionally,  Bill  tycn  will  be  taking  2  acres  of  our 
best  property,  probably  off  the  Southeast  Quadrant,  to 
immediately  begin  construction  of  a  convenience  store 
and  gas  station.  Tnis  location  will  be  determined  at 
our  planning  meeting  tomorrow. 

Subject  to  approval  by  the  ABC,  Bill  will  place  his 
brewery  in  the  shell  building,  along  with  a  tasting 
room.  I  have  spoken  with  the  Governor  on  this  matter, 
and  expect  it  will  be  approved.  We  must  be  very  careful 
to  not  mention  that  'there  will  a  "tavern"  in  the 
location,  as  word  is  already  out  to  that  effect  and  it 
is  causing  us  problems  in  the  area.  3ill's  operation 
must  be  sold  both  to  the  state  regulators  and  to  the 
public  as  a  tourist  attraction. 

The  sales  of  homes  and  lots  are  now  at  5  or  6  in  the 
mobile  home  subdivis-ion,  which  is  very  good  considering 
that  we  are  doing  almost  no  advertising  and  it  has 
rained  on  us  about  70Z  of  the  time  during  the  past  15 
days. 

It  has  become  obvious  from  talking  with  our  first 
customers  that  we  are  giving  them  too  much  land.  I 
have,  therefore,  instructed  Joe  White  to  reduce  the  size 
of  those  tracts  which  do  not  front  on  l&5th  Street  to  a 
dimension  of  100'  X  200'. 

Henry  advises  me  that  you  vhad  expressed  some 
apprehension   that   we  might  be  entering  into   a  \joint 
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venture  with  Hazen  Homes.  We  are  not!  We  are  not 
making  any  loans  to  that  entity.  We  are  buying  f.o.b. 
certain  modular  panels  to  permit  the  rapid  assembly  of 
modular-type  housing  at  Maple  Creek.  I  must  advise  you, 
in  the  very  strictest  confidence,  that,  it  is  our 
intention  to  ultimately  produce  these  modules  ourselves 
in  our  own  factory.  Pat  Harris  has  visited  with  the 
executive  secretary  of  the  Manufactured  Housing 
Association  and  he  is  sending  a  man  to  visit  with  us 
this  week,  who  is  experienced  in  the  startup  aspects  of 
this  type  of  operation.  I  have  studied  this  concept  for 
15  years  and  always  believed  it  to  be  the  most  practical 
way  to  build  houses.  It  is  ray  hope  that  since  you  are 
the  only  industrialist  among  us,  that  you  will  be  in  on 
all  these  meetings  and  make  work  for  me  what  is  a  long- 
held  and  determined  ambition. 

Additionally,  we  will  wish  to  stick-build  a  higher 
quality  home.  We  have  signed  up  with  the  Scholz  Homes 
people  to  have  access  to  their  plans  (and  packages. 
These  homes  should  be  built  for  our  own  'account  under 
the  direction  of  an  experienced,  quality  home  builder. 
You  suggested  you  know  such  a  person.  I  would  recommend 
that  you  get  with  me  and  Vernon  within  the  shortest  time 
possible. 

JM/ss 
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MEMORANDUM 

TO:  Hillary  Rodham  Clinton 

FROM:  Richard  T.  Donovan 

DATE:  January  3.  1986 

RE:  Madison  Guaranty  Savings  &  Loan — "Wef/'Dry"  Issue 

I.   ISSUE  PRESENTED 

Given  the  location  of  the  proposed  site  for  the  new  brewery 
is  the  area  "wet"  or  "dry?" 

IX.  CONCLUSION 

The  proposed  location  for  the  brewery  is  within  the  old 
Union  Township  which  was  voted  "dry"  in  1953.  Even  though  Union 
Township  is  no  longer  in  existence  and  was  incorporated  into  the 
larger  Big  Rock  Township,  the  geographic  area  that  was  the  old 
Union  Township  would  probably  retain  its  "dry"  status. 
Moreover,  the  results  of  the  election,  as  certified  by  the 
Election  Commissioners  and  compiled  in  an  order  by  the  Pulaski 
County  Court  Judge,  is  on  record  with  the  County  Clerk  and  in 
compliance  wi-th  Arkansas'  local  option  law,  Ark.  Stat.  Ann. 
§  48-809. 
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III.   INVESTIGATION 

The  first  part  of  the  investigation  involved  the  search  of 
the  County  Court  Clerk's  records.  The  County  Court  Clerk 
maintains  a  "local  option"  file  in  which  the  results  of  various 
local  option  elections,  as  certified  to  by  Election 
Commissioners,  and  compiled  by  an  order  of  the  County  Court 
Judge  are  kept  as  per  Ark.  Stat.  Ann.  §  48-809.  Investigation 
revealed  that  the  County  Court  Clerk  does  have  an  order  from  the 
County  Court  Judge  regarding  the  old  Union  Township  local  option 
election  of  1953.  The  order  states  that  upon  the  certificate  of 
the  Pulaski  County  Election  Board  Commissioners  the  "dry"  vote 
won  with  \')2  votes  as  opposed  to  99  "wet"  votes.  It  is 
interesting,  but  probably  unimportant,  that  the  order  was 
executed  September  13,  1953,  but  filed  in  1953. 

The  other  part  of  the  investigation  involved  interviews  with 
officers  of  the  Alcoholic  Beverage  Control  Board.  In  a  meeting 
with  Don  Bennett,  Counsel  for  the  Alcoholic  Beverage  Control 
Board,  he  indicated  to  me  that  the  location  of  the  proposed 
brewery  was  within  the  old  Union  Township  and  that  the  Alcoholic 
Beverage  Control  Board  considered  this  portion  of  Pulaski  County 
to  be  "dry."  I  was  furnished  with  a  map  of  the  old  Union 
Township,  a  copy  of  which  is  attached  hereto.  Mr.  Bennett 
admitted  that  Union  Township  no  longer  exists  as  a  political 
entity  and  was  incorporated  into  the  larger  Big  Rock  Township. 
However,  he  pointed  to  two  Arkansas  Supreme  Court  decisions  to 
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support  his  position  that  the  area  was  "dry"  —  Denniston  v. 
Riddle,  210  Ark.  1039,  199  S.w.2d  308  (1947)  and  Carter  v. 
Reamy,  232  Ark.  211,  335  S.w.2d  298  (1960).  These  cases  held 
that  if  a  given  geographic  area  pursuant  to  a  local  option 
election  votes  "dry"  that  entire  region  remains  "dry"  and  any 
local  option  elections  of  smaller  parcels  within  that  larger 
geographic  entity  are  void  and  will  not  affect  the  larger 
geographic  entity's  "dry"  status.  This  proposition  could  be 
used  to  refute  an  argument  that  precincts  within  the  old  Union 
Township  have  had  subsequent  iocal  option  elections  and  those 
precincts  voted  "wet,"  although  I  am  unaware  of  any  such 
elections.  However,  this  does  not  address  the  issue  of  what  is 
the  effect  of  a  local  option  election  result  for  a  political 
entity  or  township  that  no  longer  exists. 

IV.  WHAT  IS  THE  EFFECT  OF  A  LOCAL  OPTION  ELECTION  RESULT  FOR  A 
TOWNSHIP  WHICH  NO  LONGER  EXISTS? 

There  are  no  Arkansas  cases  which  directly  speak  to  this 
issue,  but  my  research  reveals  that  the  majority  of 
jurisdictions  which  have  faced  this  issue  hold  that  the 
geographic/political  entity  which  voted  pursuant  to  a  local 
option  election  does  not  lose  its  "wet"  or  "dry"  status  when 
that  geographic/political  entity  is  dissolved  and/ot 
incorporated  into  another  entity. 

Only  one  case  holds  the  opposite.  In  Village  of  American 
Falls  v.  west,  26  Idaho  301.  142  ?.  42  (1914),  the  Idaho  Supreme 
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Court  held  that  where  a  new  county  is  created  from  a  territory 
which  was  formerly  comprised  of  "dry"  counties,  and  also  a 
territory  that  was  formerly  part  of  a  "wet"  county,  and  there  is 
no  legislative  provision  as  to  whether  the  new  county  shall  be  a 
"wet"  or  "dry"  county,  until  a  local  option  election  is  held, 
the  entire  newly  created  county  becomes  "wet." 

As  stated  above,  the  majority  of  the  cases  hold  otherwise. 
The  rationale  of  those  cases  is  that  the  change  in  voting 
districts,  precincts  or  townships  should  not  affect  the  valid 
choice  of  .the  people  in  a  previous  local  option  election.  In 
Wilkins  v.  State,  75  Fla.  483,  78  So.  533  (1918),  the  Florida 
Supreme  Court  held  that  where  an  election  has  been  held  to 
determine  whether  the  sale  of  intoxicating  liquors  will  be 
prohibited  in  any  county,  -the  status  established  by  that  vote  of 
the  people  attaches  to  that  geographic  territory,  and,  if 
subsequently,  a  new  precinct  is  created  from  part  of  that  "dry" 
territory  and  part  of  a  "wet"  territory,  the  territory  which  was 
formerly  "dry"  remains  "dry"  and  the  territory  which  was 
formerly  "wet"  remains  "wet"  until  changed  by  a  new  local  option 
election.  In  accordance  with  this  decision,  see  Palmer  v. 
Liauor  Control  Commission,  77  111.  App.3d  725,  396  N.E.2d  325 
(1979);  Talley  :• .  Benson,  96  S.w.2d  94  (Tx.  1936);  Blanchard  v. 
Gauthier,  184  So. 2d  531  (La.  1966);  and  Cancon  v.  Imperial 
Bowlino  Lanes ,  I nc . ,  16  Ohio  St. 2d  47,  242  N.E.2d  566  (1968). 
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A  more  favorable  case  is  a  Mississippi  case,  Jackscn 
Municipal  Airport  Authocitv  v.  State.  196  So. 2d  884  (Miss. 
1967).  In  that  case,  the  airport  was  located  in  a  "dry"  county, 
but  was  incorporated  into  a  "wet"  municipality  pursuant  to  a 
statute  authorizing  a  municipality  to  annex  wholly-owned  airport 
facilities  and  apply  all  laws  and  ordinances  to  the  annexed 
airport  territory.  The  Mississippi  Supreme  Court  held  that  the 
annexed  airport  would  become  "wet."  It  should  be  noted  the 
distinguishing  feature  in  this  case  is  the  presence  of  a  statute 
expressly  calling  for  the  application  of  all  of  the 
municipality's  laws  and  ordinances  to  the  annexed  territory. 

V.  THE  UNION  TOWNSHIP  LOCAL  OPTION  ELECTION  RESULT  IS  ON  RECORD 
WITH  THE  PULASKI  COUNTY  CLERK  CONSISTENT  WITH  ARKANSAS' 
LOCAL  OPTION  ACT 

Ark.  Stat.  Ann.  §  48-809'  provides : 

If  it  shall  be  found  that  a  majority  of  the 
legal  votes  cast  at  any  election  herein 
provided  for  were  given  Cor  or  against  the 
sale,  barter  or  loan  of  spirituous,  vinous  or 
malt  liquors  in  the  county.  City,  town, 
district  or  precinct,  it  shall  be  the  duty  of 
the  canvassing  board  to  certify  that  fact, 
which  certificate  shall  be  delivered  to  the 
clerk  of  the  county  court,  and  by  him  safely 
kept  until  the  next  regular  term  of  the 
county  court,  at  which  term  the  judge  thereof 
shall  have  the  same  spread  on  the  record  of 
his  court  and  said  entry  of  the  certificate 
in  the  record  or  a  certified  copy  thereof, 
shall  be  prima  facie  evidence  in  any  or  all 
proceedings  under  this  Act. 
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As  mentioned  above,  this  statute  has  been  complied  with  in 
that  the  County  Court  Judge  entered  on  cecord  the  Certificate  of 
the  Pulaski  County  Board  of  Election  Commissioners  stating  the 
"dry"  vote  was  in  the  majority  in  the  Union  Township  local 
option  election.  Thus,  one  cannot  argue  that  because  of  the 
absence  of  the  election  results  in  the  County  Clerk's  records, 
the  results  of  the  elections  are  void  and  unenforceable. 

VI.  CONCLUSION 

To  conclude,  counsel  for  the  Alcoholic  Beverage  Control 
Board  considers  the  proposed  location  of  the  brewery  to  be 
within  the  boundaries  of  the  old  Union  Township  which  voted 
"dry"  in  a  1955  local  option  election  and,  therefore,  despite 
the  fact  old  Union  Township  has  beer,  incorporated  into  Big  Rock 
Township,  that  geographic  area  remains  "dry"  until  another  local 
option  is  held  which  would  encompass  the  old  Union  Township  or  a 
larger  geographic  entity.  The  certified  election  results  of  the 
old  Union  Township  are  on  file  with  the  County  Court  Clerk  in 
compliance  with  Arkansas'  local  option  act  and  this  cannot  be 
used  to  attack  the  validity  of  the  election. 

It  would  seem  the  only  chance  for  successfully  building  the 
brewery  would  be  to  convince  the  ABC  the  site  is  not  within  the 
old  Union  Township  or  convince  the  ABC  and  ultimately  the  courts 
that  Arkansas  should  adopt  the  minority  position  that  when  "wet" 
and  "dry"   areas  are  joined,  the  resulting  entity  becomes  all 

"wet . " 
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MEMO 


TO:  Becky  Arnold 

FROM:  Rick  Donovan  t  T5 

RE:  Madison  Guaranty  S  &  L  /  I.D.C. 

DATE:  January  16,  1986 

Becky,  we  represent  a  client  who  would  like  to  build  a 
beer  brewery  in  an  area  which  the  Alcoholic  Beverage  Control 
Board  contends  is  "dry".   They  contend  it  is  dry  because  the 
area  is  located  in  what  use  to  be  the  Old  Union  Township 
south  of  the  river  in  Pulaski  County.   We  know  that  in  195  3 
a  "wet/dry"  election  was  held  in  Old  Union  Township  and  the 
Township  voted  "dry". 

However,  since  then  Pulaski  County  has  been  divided  into 
two  townships.  Big  Reck  -  south  of  the  river  and  Hill  - 
north  of  the  river.   I  need  for  you  or  for  someone  to  go  to 
the  County  Court  Clerk's  office  and  look  through  their 
microfilm  of  county  court  records  from  1953  until  the  present 
time  and  try  to  locate  the  record  of  the  County  Court's 
action  in  dissolving,  merging,  or  rezoning  the  Old  Union 
Township. 

If  you  find  an  entry  that  is  remotely  relevant,  please 
make  a  note  or  obtain  copies  if  possible.   As  discussed  if 
you  do  not  have  time  to  do  this  please  delegate  to  another 
paralegal.  I  would  like  the  search  done  before  the  end  of 
the  week  if  possible. 
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MEMO 


:•'.':     Hillary  Clinton 

FROM:    Rick  Donovan 

RE:     Madison  Guaranty  v.  IDC 

"Wet/Dry"  Issue 
2k~Z:        January  23,  1986 

This  memo  is  a  follovup  to  the  previous  memo  on  the 
same  issue  addressing  some  of  the  concerns  raised  during  our 
last  conference. 

I.  WHAT  WAS  THE  LEGAL  ACTION  TAKEN  TO  DISSOLVE 
THE  UNION  TOWNSHIP  " 

After  a  search  of  the  County  Court  records  it  was 
discovered  that  on  February  29,  "i960  the  Pulaski  County 
Court  Judge  ordered  that  all  of  the  eight  townships  south  of 
the  Arkansas  River  in  Pulaski  Ccunty,  including  Union  Township, 
be  consolidated  into  one  township  to  be  known  as  Big  Rock 
Township.   This  order  was  made  upon  the  petition  of  the 
Pulaski  County  Election  Commission.   A  copy  of  that  petition 
and  order  are  attached  hereto.   This  action  was  taken  pursuant 
to  Ark.  Stat.  Ann.  $18-101  which  gives  County  Courts  the 
authority  to  divide  the  county  into  convenient  townships, 
subdivide  townships  already  established  and  alter  township 
lines.   County  Courts  have  the  full  power  over  formation  of 
townships  within  their  respective  counties  including  the 
power  to  abolish  townships  already  formed.    Caldwell  v. 
Board  of  Election  Commissioners,  236  Ark.  719"  368  S.W.2d  85 

ruur. 

In  1977  with  the  passage  of  Amendment  35  of  the  Arkansas 
Constitution  which-  established  the  Ouorum  Court  system 
control  over  the  County  Court,  Ark.  Stat.  Ann  S  1*8-101  was 
repealed  and  replaced  with  Ark.  Stat.  Ann  S  17-3401  which 
gives  the  power  to  the  Quorum  Court  to  rearrange  and/or 
abolish  townships. 

II.  WHAT  IS  THE  EFFECT  OF  DISSOLUTION  OF  A 
TOWNSHIP  ON  A  "WET/DRY"  ELECTION  RESULT 

I  have  conducted  additional  research  on  this  issue  and 
on  the  issue  of  the  effect  of  dissolution  of  townships 
generally.   My  conclusion  remains  the  same  that  the  overwhelming 
majority  of  cases  hold  that  the  consolidation,  dissolution 
or  merger  of  a  given  political  entity  which  had  voted  "wet 
or  dry"  pursuant  to  a  local  option  election  retains  its  "wet 
or  dry"  status  even  though  it  is  ir.corporated  into  a  "wet" 
political/geographic  entity. 
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MEMO 


February  7,  1986 

TO:         Jim  Guy  Tucker 
FROM:       Jim  McDougal 


It  looks  Like  our  township  is  dry.   Attached  is  a  legal 
opinion  Seth  got  from  his  attorney. 

JM/ss 
Att 
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MEMORANDUM 

TO:  Hillary  Clinton 

FROM:  Rick  Donovan 

DATE:  February  17,  1986 

RE:  Madison  Guaranty  Savings  &  Loan/IDC     0000090 


I.   FACTS 

Madison  Guaranty  Savings  t  Loan  Association  ("Madison 
Guaranty")  purchased  property  ("IDC  Development")  own.»d  by  the 
Industrial  Development  Company  of  Little  Rock  ("IDC") . 
Industrial  Services  Company  CISC"),  a  wholly  owned  subsidiary 
of  IDC,  furnished  sewer  and  water  service  to  a  number  of  patrons 
who  obtained  their  title  directly  or  indirectly  through  the  IDC 
chain  of  title.  These  patrons  can  be  considered  "residents"  of 
the  IDC  Development.  Madison  Guaranty  purchased  ISC's  sewer  and 
water  service  and  continues  to  furnish  those  services  to  various 
patrons  within  the  IDC  Development. 

Madison  Guaranty/IDC  would  like  to  sell  water  to  a  business 

outside  _  the IDC  Development .  and  _ also_  to_  another  real  estate 

development,  Maple  Creek. 

II.   QUESTION  PRESENTED 

Is  or  should  Madison  Guaranty/IDC  become  a  public  utility 
and  what  is  the  effect  of  that  characterization  and  can  Madison 
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Guaranty/IDC   sell   water   to   a   business   outside   the   IDC 
Development  and  to  another  real  estate  development,  Maple  Creek? 

III.   CONCLUSION 

Madison  Guaranty/IDC  is  a  public  utility  and  as  such  is 

governed  by  various  state  laws  and  regulations.   However,  for 

purposes  of  the  jurisdiction  of  the  Arkansas  Public  Service 

Commission  ("PSC"),  Madison  Guaranty/IDC  would  have  to  either 

submit   itself   to   the   jurisdiction   of   the   PSC   through   a 

declaratory  judgment  action  before  the  PSC  or  await  PSC  scrutiny 

in  the  event  a  patron  complains  to  the  PSC  regarding  iates 

charged  or  services  rendered  by  Madison  Guaranty/IDC.   Many 

small  water  and  sewage  companies  such  as  Madison  Guaranty/IDC 

never  become  regulated  by  the  PSC  as  "public  utilities"  even 

though  they  fall  within  the  statutory  definition. 

Even  if  Madison  Guaranty/IDC  does  not  submit  . itself  to  or 

become  regulated  by  the  PSC,  it  is  required  to  obtain  licenses 

and  permits  from  the  Arkansas  Board  of  Health  and  the  Arkansas 

Pollution  Control  System. 

Assuming   an  expansion  of   water   and   sewer   services   to 

customers  outside  the  IDC  Development  does  not  impede  or  impair 

services  to  present  patrons,  Madison  Guaranty/IDC  is  free  to 

extend  its  services  beyond  the  IDC  Development. 
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IV.   DISCUSSION 

A.    MADISON  GUARANTY/IDC  APPEARS  TO  BE  A  PUBLIC  UTILITY. 

One  question  raised  is  whether  or  not  Madison  Guaranty/IDC 
should  become  a  public  utility  and  what  the  effect  of  such  a 
characterization  would  be.  Under  the  common  law  and  the 
Arkansas  Legislature's  statutory  definition  of  a  "public 
utility,"  Madison  Guaranty/IDC,  by  its  operation  of  the 
waterworks  and  sewer  plant  at  the  IDC  Development,  would  appear 
to  be  a  "public  utility." 

Generally  speaking,  a  public  utility  has  been  described  as  a 
business  organization  which  regularly  supplies  the  public  with 
some  commodity  or  service  such  as  electricity,  gas,  water, 
transportation,  or  telephone  or  telegraph  service.  73B  C.J.S. 
Public  Utilities  $  2.  A  well  recognizee  test  of  whether  an 
entity  is  a  public  utility  is  whether  or  not  that  entity  holds 
itself  out,  expressly  or  impliedly,  as  engaged  in  the  business 
of  supplying  a  product  or  service  to  the  public,  as  a  class,  or 
to  any  limited  portion  of  it,  as  distinguished  from  holding 
itself  out  as  serving  or  ready  to  serve  only  particular 
individuals.  Natural  Gas  Service  Co.  v.  SERV-YU  Cooperative,  70 
Ariz.  235,  219  P. 2d  324  (1950). 


The  Arkansas  Legislature  has  statutorily  defined  a  "public 
utility"  for  purposes  of  state  regulation  of  public  utilities  by 
the  PSC.   Ark.  Stat.  Ann.  $  73-201(d)(2)  (Repl.  1973)  provides: 
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The  term  "public  utility,"  when  used  in 
this  Act,  includes  persons  and  corporations, 
or  their  lessees,  trustees,  and  receivers, 
now  or  hereafter  owning  or  operating  in  this 
state,  equipment  or  facilities  for: 

(2)  Diverting,  developing,  pumping, 
impounding,  distributing,  or  furnishing  water 
to,  or  for,  the  public  for  compensation. 


(7)  Maintaining  a  sewage  collection 
system  and/or  a  sewage  treatment  plant, 
intercepting  sewers,  outfall  sewers,  force 
mains,  pumping  stations,  ejector  stations, 
and  other  appurtenances  necessary  or  useful 
for  the  collection  and/or  treatment, 
purification  and  disposal  of  the  liquid  and 
solid  waste,  sewage,  night  soil  and 
industrial  waste.  Provided,  nothing  in  this 
paragraph  shall  be  construed  to  include 
sewerage  facilities  and  equipment  of  cities 
and  towns  in  the  definiton  of  public  utility. 

It  is  a  fact  question  whether  Madison  Guaranty/IDC  meets  the 

statutory  definition  of  a  "public  utility"  and  falls  within  the 

common  law  definition  of  a  "public  utility."   From  the  facts 

presented,   it  would  appear  Madison  Guaranty/IDC  meets  these 

definitions.    It   is   irrelevant   to   the  question  of  whether 

Madison  Guaranty/IDC  is  a  "public  utility"  that   it  has  not 

submitted  itself  to  the  regulatory  jurisdiction  of  the  state  or 

that  the  state  has  not  yet  assumed  control  and  jurisdiction  or 

has  failed  to  or  refused   to  assume  such  control  over   the 

.corporation.   Wisconsin  Tract  Co.  v.  Green  Bay  Canal  Co..  188 

Wis.   54,   205  N.W.  551   (1925).   Similarly,  the  fact  that  the 

conduct  of  the  enterprise  in  the  past  has  been  considered  by  the 
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enterprise  and  the  patrons  as  a  purely  private  contract  is  not 
conclusive  on  the  issue  of  whether  or  not  the  entity  is  a 
•public  utility."  Eagle  Bus  Lines  v.  Illinois  Commerce 
Commission,  3  111.  2d  66,  119  N.E.2d  915  (1954).  Given  the 
determination  that  Madison  Guaranty/IDC  is  a  "public  utility" 
for  purposes  of  supplying  water  and  sewer  to  the  various 
residents  of  the  real  estate  development,  the  next  question  is 
what  is  the  effect  of  being  a  "public  utility." 

B.    WHAT  IS  THE  EFFECT  OF  BEING  A  PUBLIC  UTILITY? 

The  first  effect  of  being  a  "public  utility"  is  that  the 
utility  comes  within  the  jurisdiction  of  the  PSC.  As  mentioned 
above,  it  would  appear  Madison  Guaranty/IOC  meets  the  statutory 
definition  of  a  "public  utility"  for  purposes  of  PSC 
jurisdiction.  However,  I  had  a  telephone  conversation  with  a 
member  of  the  PSC  legal  staff  to  deterxme,  as  a  matte:  of 
practice,  whether  Madison  Guaranty/IDC  comes  within  the  PSC's 
jurisdiction.  I  was  informed  that  there  are  many  private, 
non-f ranchised  companies  providing  water  and  sewage  facilities 
to  residents  of  unincorporated  real  estate  developments  who  are 
not  regulated  by  the  PSC.  I  was  informed  that  these  providing 
companies  rarely  come  to  the  attention  of  the  PSC  unless  a 
patron  lodges  a  formal  complaint  to  the  PSC  regarding  rates 
charged  or  services  rendered.  At  that  point,  the  PSC  makes  an 
initial  factual  determination  as  to  whether  the  provicing  company 
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is    a    "public    utility"    subject    to    the    PSC's     jurisdiction.       The 

only    other    way    the    providing    company    becor.es    a    "public    utility" 

for     purposes     of     PSC     jurisdiction     is     to     bring     a     declaratory 

judgment    action    before    the     PSC     for    such    a    determination.       The 

PSC    legal    staff    could    not    recall    such    a    small    providing    company 

bringing     such     an     action     because     of      the     costs      involved     and 

because    those    companies    would    not    readily    submit    themselves    to 

perceived    burdensome    regulation.       For    the    purposes    of    this    memo, 

assuming       Madison      Guaranty/IDC       becomes      a       "public      utility" 

regulated   by    the   PSC,    the    following    requirements   must   be   met. 

The     first     requirement     entails     regulation     of      rate     making. 

Ark.     Stat.      Ann.      S    73-204     requires     that     the     rates     of     "public 

utilities"    be    reasonable    and: 

(b)  Every  public  utility  shall  furnish, 
provide  and  maintain  such  acequate  and 
efficient  service  instrumentalities, 

equipment  and  facilities  and  shall  promote 
the  safety,  health,  comfort,  requirements  and 
convenience  of  its  patrons,  employees  and  the 
public. 

All     rates    must    be    billed     in    accordance    with    PSC    schedules. 

Ark.       Stat.        Ann.        S    73-205.1.  Violation       of       this       billing 

requirement      can      result      in     a      civil      sanction      of      $1,000.00. 

Moreover,    each    instance   of   violation   shall   constitute    a    separate 

violation.       Provided,    however,    that    in    the    case    of    a    continued 

violation,    each  day's   continuance    shall    not   be   deemed    a    separate 

/iolation.       Ark.    Stat.     Ann.     S    73-205.2     (Supp.     1985).       All     rates 
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must  be  based  on  Che  reading  of  meters  and  al]   bills  and 

statements  must  show  the  number  of  units  charged  for  with  an 

accompanying  monetary  sanction  for  violation  of  up  to  SS0.00. 

Ark.  Stat.  Ann.  S  73-212  (Repl.  1957).   it  is  also  illegal  for  a 

public   utility   to   charge   a   disconnection   fee   with   an 

accompanying  monetary  sanction  for  violation  of  up  to  S50.0Q. 

Ark.  Stat.  Ann.  S  $  73-204.1,  73-204.3  (Repl.  1957). 

In  addition,  if  the  IDC  Development  ever  became  franchised 

as  a  municipality,  the  utility  would  be  subject  to  purchase  by 

the  municipality.   Ark.  Stat.  Ann.  $  73-245  provides: 

Any  municipality  shall  have  the  power, 
subject  to  provisions  of  this  act,  to  acquire 
by  purchase  or  otherwise,  or  construct  and 
operate  a  public  utility  plant  and  equipment, 
or  any  part  thereof,  for  the  production, 
transmission,  delivery  or  furnishing  of  any 
public  service. 

If  the  utility  and  the  municipality  cannot  reach  a  decision 
as  to  what  is  "just  compensation"  for  the  purchase  of  the 
utility,  it  will  be  determined  by  the  ?SC.  Ark.  Stat.  Ann. 
$  73-247. 

While  many  small  water/sewer  providers  to  unincorporated 
residential  developments  never  become  regulated  by  the  PSC, 
there  exists  a  certain  danger  in  not  complying  with  the  above 
outlined  requirements.  Civil  sanctions  can  be  imposed  by  the 
PSC  in  the  event  of  a  formal  complaint  filed  by  a  patron 
followed  by  a  PSC  determination  that  the  offending  company  is  a 
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"public  utility."  On  the  other  hand,  costs  saved  by 
non-regulation  may  make  the  risks  palatable. 

Regardless  of  whether  Madison  Guaranty/IDC  is  a  "public 
utility"  for  purposes  of  the  PSC  outlined  above,  Madison 
Guaranty/IDC  is  required  to  obtain  licenses  and  permits  from  the 
Arkansas  Board  of  Health  and  the  Arkansas  Pollution  Control 
Commission  in  order  to  operate  the  water  and  sewer  treatment 
facilities. 

C.  MADISON  GUARANTY/ICC  IS  REQUIRED  TO  OBTAIN  A 
WATER-WORKS  OPERATOR'S  LICENSE  FROM  THE  ARKANSAS  STATE  BOARD  OF 
HEALTH. 

Regardless  of  whether  or  not  Madison  Guaranty/IDC  is 
considered  a  "public  utility"  for  purposes  of  regulation  by  the 
PSC,  it  is  required  to  obtain  a  water-works  operator's  license 
from  the  Arkansas  State  Boara  of  healer-,  in  order  to  avoid 
possible  criminal  penalties. 

Ark.  Stat.  Ann.  S  71-1701  provides: 

In  order  to  safeguard  the  public  health,  all 
operators  of  municipal  public  water  supplies 
from  which  water  is  sold,  distributed,  or 
otherwise  offered  for  human  consumption, 
whether  such  water  supplies  be  publicly  or 
privately  owned  and  operated,  shall  be  duly 
licensed  and  certified  as  competent  by  the 
Arkansas  State  Board  of  Health  under 
provisions  of  this  Act  (SS  71-1701  -  71-1713] 
and  under  such  rules  and  regulations'  as  said 
Board  may  adopt  under  the  provisions  of  this 
Act. 

The  Act  defines  an  "operator"  as: 
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Any  person  who,  during  the  performance  of  his 
regular  duties,  exercises  individual  judgment 
by  which  either  directly  or  indirectly  the 
safety,  quality  and  quantity  of  water 
delivered  from  the  water  supply  system  might 
be  affected.   Ark.  Stat.  Ann.  S  71-1702. 

Although   the   statute   states   that   such   a   water-works 

operator's   license   is   required  of   a  municipal   water-works, 

telephone  conversations  with  the  Arkansas  State  Board  of  Health 

reveal  that  it  would  consider  the  Madison  Guaranty/IDC  water 

works  which  delivers  water  to  the  residents  of  a  real  estate 

development   to   be   within   the   purview  of   Ark.   Stat.   Ann. 

S  71-1701.    The   Act   also   provides   certain   penalties   for 

violation  of  the  Act.   As  stated  at  Ark.  Stat.  Ann.  5  71-1712: 

As  soon  as  this  Act  becomes  a  law,  it  shall 
be  unlawful  for  any  person,  municipality, 
political  subdivision,  corporation,  or  any 
authority  that  furnishes  water  for  domestic 
consumption  to  operate  any  type  of  water 
system  unless  the  operator  in  charge  is  duly 
licensed  and  certified  competent  by  the 
Arkansas  State  Board  of  Health,  and  it  shall 
be  unlawful  for  any  person  to  perform  the 
duties  of  such  an  operator  without  being  duly 
licensed  or  to  falsely  represent  himself  as  a 
licensed  operator. 

The  Act  provides  for  penalties  of  S10  to  S100  and  up  to  30 
days  in  the  County  Jail  for  violations. 

D.  MADISON  GUARANTY/IDC  IS  REQUIRED  TO  OBTAIN  A  WASTE 
WATER  TREATMENT  PERMIT. 

In  addition  to  the  water-works  operator's  license,  the  state 
would  also  require  Madison  Guaranty/IDC  to  obtain  a  waste  water 
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treatment  permit  if  the  sewage  system  results  in  the  discharge 

into  any  waters  of   the   state.    Ark.   Stat.   Ann.   s  82-1908 

provides: 

It  shall  be  unlawful  for  any  person  to 
engage  in  any  of  the  following  acts  without 
first  having  obtained  a  written  permit  from 
the  Commission: 

(a)  To  construct,  install,  modify  or 
operate  any  disposal  system  or  any  part 
thereof  or  any  extension  or  addition  thereto 
that  will  discharge  into  any  waters  of  the 
state. 

Ark.  Stat.  Ann.  S  82-1902  defines  "disposal  system"  as: 

A  system  for  disposing  of  sewage,  industrial 
wastes,  and  other  wastes  including  sewer 
systems  and  treatment  works.  "Sewer  system" 
means  pipelines,  conduits,  pumping  stations 
and  all  other  constructions,  devices,  and 
applicances  appurtenant  thereto,  used  for 
conducting  sewage,  industrial  wastes  or  other 
wastes.  "Treatment  works"  means  any  plant, 
disposal  field,  lagoon,  dam,  pumping  station, 
constructed  drainage  ditch  or  surface  water 
intercepting  ditch,  incinerator,  area  devoted 
to  sanitary  landfills,  or  other  works  not 
specifically  mentioned  herein,  installed  for 
the  purpose  of  treating,  stabilizing  or 
disposing  of  sewage,  industrial  waste,  or 
other  wastes. 

The  question   is  whether  or   not  the  Madison  Guaranty/IDC 

sewage  system  results  in  the  discharge  into  any  waters  of  the 

state.   From  conversations  with  the  Arkansas  Pollution  Control 

Commission,,  invariably  most  disposal  systems  result  in  discharge 

into  the  waters  of  the  state.   However,  this  must  be  determined 

before   Madison  Guaranty/IDC   becomes   required   to   obtain   the 

permit  described  above. 
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Ark.  Stat.  Ann.  5  82-1983  provides  for  the  obtaining  of 
licenses  from  the  Arkansas  Pollution  Control  Commission  under 
the  rules  and  regulations  of  that  Commission  for  the  operation 
of  a  sewage  disposal  system. 

E.  MADISON  GUARANTY/IDC  MAY  EXTEND  WATER  AND  SEWAGE 
SERVICES  TO  COMPANIES  OR  RESIDENCES  OUTSIDE  THE  DEVELOPMENT. 

Even  if  Madison  Guaranty/IDC  would  be  considered  a  "public 
utility"  for  purposes  of  PSC  jurisdiction  and  for  other  common 
law  purposes,  it  can  extend  its  services  to  other  residences  or 
businesses.  A  public  utility  may  enter  into  contracts  when 
reasonable  and  when  not  shown  to  have  any  tendency  to  injure  the 
public  it  is  now  servicing.  Twin  City  Co.  v.  Hardino  Glass  Co., 
283  U.S.  353,  51  S.Ct.  476,  75  L.Ed.  1112  (1931).  This  assumes 
the  other  potential  patrons  are  not  within  a  municipality  which 
has  given  a  franchise  to  another  water-works  operator.  In 
discussions  with  the  PSC  legal  staff,  I  was  informed  such  an 
extension  of  services  is  normal  and  expected  among  PSC  regulated 
water-works  utilities  and  requires  no  prior  commission  approval 
unless  a  patron  lodges  a  formal  complaint  that  the  extension  of 
services  resulted  in  diminished  services  to  existing  patrons. 

V.   SUMMARY 

To  summarize,  Madison  Guaranty/IDC,  in  all  likelihood,  meets 
the  statutory  and  common  law  definition  of  a  "public  utility." 

RLF2  02942 
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However,  many  small  providing  companies  such  as  Madison 
Guaranty/IDC  are  never  regulated  by  the  PSC.  In  order  to  incur 
the  PSC's  active  regulation,  Madison  Guaranty/IDC  would  bring  a 
declaratory  judgment  action  before  the  PSC.  Otherwise,  the  PSC 
would  never  become  aware  of  Madison  Guaranty/IDC  unless  a  patron 
lodged  a  formal  complaint.  PSC  jurisdiction  would  entail 
substantial  regulation  particularly  regarding  rate  making.  The 
risk  of  non-compliance  with  PSC  regulations  is  civil  sanctions. 

Notwithstanding  PSC  jurisdiction,  Madison  Guaranty/IDC  is 
required  to  obtain  licenses  and  permits  from  the  State  Board  of 
Health  and  the  Pollution  Control  Commission. 

Finally,  Madison  Guaranty/IDC  may  extend  its  services  to 
patrons  outside  the  IDC  Development  assuming  the  new  patrons  are 
not  within  a  municipality  and  such  extension  does  not  adversely 
affect  service  to  existing  patrons. 
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HIGHLY  CONFIDENTIAL 


MEMORANDUM 


TO 

FROM: 

DATE: 

RE: 


Hillary  Clinton 
s irk  Donovan 


March  4,  1986 

Madison  Guaranty  Savings  and  Loan/ IDC 


QUESTION  P!iESENTED 


customers  are  within  the  Little  Pock 


thi 


Guaranty/ IDC? 


Does  the  fact  that  Madison  Guaranty/ IDC's  potential  water 


xtension   of   services   to   t.hose   customers   by   Madison 


:orporate  city  limits  precluds 


II.   CONCLUSION 


flerely  because  the  potential  water  customers  are  within  \th 
Little  Rock  corporate  city  limits  does  not  preclude  extension 
water   services   by  Madison  Guaranty/ IDC   to__  those   potential 
customers 


potential 
corporate 
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extension  of  services  to  those  customers.  The  concern  was  that  the 
Cit^of  Little  Rock  Water  Works  would  have  the  exclusive  right 
extjend  water  services  to  patrons  within  the  corporate  city  limits, 
Firs-E--af  all  if  should  hp  pointed  out  fhar  t-hp-rp  ig  na^rai-t 
stitute  or  municipal  ordinance  which  grants  the  City  of  Little  Rod: 
Wat er  Works  such  an  exclusive  right.   Nor  is  there  any  case  lav 


wh:  ch/would  establish  an  exclusive 


corimon  law  precludes  the  municipal  ity  from  enforcing  such  \ai. 
exclusive  right . 


In  researching  this  issue,  I 


question  addressed  herein,  that  water 


right.   On  the  contrary7\th<: 


with  the  }.egal  staff  of  the  Public  Service  Commission  ("PSC")  .   I 
wasi  informed  by  the  legal  staff  of  ths  PSC,  when  presented  with  nh« 


firs :  had  a  telephone  conversation 


utilities  in  Arkansas  have7  no 


.located  territories"  such  as  electricity  and  natural  gas.  Thus 
according  to  the  PSC  staff,  there  is  no  such  thing  as  "exclusive 
te: -ritpry'  tor  a  water  uClllcy  and  water  utilities  die  -f- 
of::er  services  where  they  choose. 

i  then  had  a  telephone  conversation  with  a  manager  at 
Li wl*  Rock  Water  Works .   He  informed  me  that  persons  within  the 
City  ofsLittle  Rock  corporate  city  limits  a: 
from  whatever  source  they  want  to.   He  explained  that\it  is\the 
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and  transmission  lines,  and  it  is  then  up  to  the  individual 
property  owner  to  install  distribution  lines  to  "tie  in"  to  cj 
wacery   This  can  be  done  several  different  ways,  but  the  usiia] 

City  of  Little  Rock  Water  Works  would  work  closely  with  the 
improvement  district  to  see  that  city  water  is  made  available  tc 
the 


Thd 


subdivision.  The  Little  Rock  Water  Works  spokespersonNdic 
te  that  they  discourage  priva:e  real  estate  development 
companies  from  providing  water  tJ  its  patrons  because  of  the  fear 
that  people  will  not  be  getting  :he  oest  service  available. 

As  a  general  common  law  rule,  a  municipality  has  no  authority 

n  -  n 

to  enact  and  enforce  ordinances  which  are  designed  to  compel 
eve ryonewithin  the  city  limits  to  use  municipally- supplied  wajzer, 
if  and  when  available,  and  to  prevent  absolutely  the  repair, 
alteration,  improvement,  or  operation  of  a  privately  owned  water 
sys  tern, — "  That  is  not  to  say  tnat  a  municipaliry  cannoT  use^it '  t 
police  powers  to  protect  the  health  and  safety  of  its  citizens\to 
prohibit  the  sale  of  water  which  is  dangerous  to  the  public  health- 
78  Ml  JUR.  2d  WATER  WORKS  AND  WATER  COMPANIES  S  JL  Thus,  in  Midway 
Midway  Nursing  and  Convalescent  Center,  Inc.7^S30  Ga><777,  195 
S.E.2d  452  n.973) ,  the  Georgia  Supreme  Court  held  that  £ 
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In  fact,  it  is  a  general  common  law  rule  that  a  municipality 
?t  be  compelled  to  extend  its  water  to  an  entirely 
subdivision  within  its  territorial  limits,  absent  any  arbitra 

f rfrudulfat  nouduot  on  the  part  of  rh*°  city tb  &m  .ttto  -Ld-unTr 

WOfeKS  AND  WATER  COMPANY  §  21.   Thus,  in  Crownhill  Homes.  Inc.  v 


San  Antonio.  433  S.W.2d  448  (Texas  Civil  Appeals,  1968),  the  Texas 


appellate  court  rejected  the  plaintiff  real  estate  developer'  3 
ar«fument  that  the  City  of  San  Ar.tonio  be  compelled  to  supply  city 


water  to  newly  built  subdivision 


witliin  the  corporate  city  limits. 


It  was  up  to  the  real  estate  developer  to  find  alternative  methods 
for  supplying  water  to  the  subdivision  through  a  privately  owned 
water  system. 


tv-. — 5I2Q16BS 


To  summarize,  merely  because  the  potential  Madison  Guaranty/ IDC 
:er/eu"stomers  are  within  tne  bittxe  kock  corpoidLe  ciLy -limits 
Majiiion  Guaranty/IDC  is  not  precluded  from  extending  its  waiter 
services  to  those  potential  patrons.   Not  only  is  there  no  st 

city  ordinance  which  would  preclude  such  an  extension  of 
MaHisoh\Guaranty/ IDC's  water  services,  but  the  common  tan^  general 
ru[le  is  thava  municioalitv  has  no  authority  to  enact  aivorclj 
to  ree. 

owned 
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WORK  PRODUCT 

INCOME  TAXES  PAID  BY  THE  CLINTONS  AS  REPORTED  ON  THE  IRS  1040 


YEAR 

AMOUNT 

1979 

$59,388 

1980 

$17,580 

1981 

$25,866 

1982 

$21,497 

1983 

$30,196 

1984 

$22,053 

1985 

$18,791 

1986 

$30,535 

1987 

$38,038 

1988 

$38,520 

1989 

$37,883 

1990 

$50,932 

1991 

$48,608 

1992 

$70,228 

TOTAL 

$510,115* 

'FIGURE  CITED  ON  PACE  489  OF  THE  FINAL  REPORT. 
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SUPPORTING  DOCUMENTS  FOR  INTEREST  PAYMENTS  CLAIMED  BY  THE  CLINTONS 
ON  THE  IRS  1040  FORM  AS  CITED  ON  PAGE  482  AND  483  OF  THE  FINAL 
REPORT 


YEAR 
1978 

1979 

1980 

1984 
1985 
1986 
1987 
1988 


AMOUNT 
$10,131 

$11,753 

$13,350 

$2,811 
$2,322 
$1,636 
$2,561 
$1,474 


SOURCE 

1978  1040  TAX  RETURN-DKRT9 00698  FOR 
INTEREST  PAID  TO  GREAT  SOUTHERN  LAND 
CO. 

1979  1040  TAX  RETURN-DKRT8 00001 
CONSISTING  OF  $9,3  53  FOR  INTEREST 
PAID  TO  CITIZENS  BANK,  AND  $2400 
DEPOSITED  IN  THE  WWDC  ACCOUNT  AT 
UNION  BANK 

1980  1040  TAX  RETURN-DKRT800103 
CONSISTING  OF  $9,000  PAID  TO 

JIM  McDOUGAL  AND  $4,3  50  PAID  TO 
CITIZENS  BANK 

1984  1040  TAX  RETURN-DKRT11000018 
FOR  INTEREST  PAID  TO  SECURITY  BANK 

1985  1040  TAX  RETURN-133-00004534 
FOR  INTEREST  PAID  TO  SECURITY  BANK 

1986  1040  TAX  RETURN-133-00004700 
FOR  INTEREST  PAID  TO  SECURITY  BANK 

1987  1040  TAX  RETURN-133-00004897 
FOR  INTEREST  PAID  TO  SECURITY  BANK 

1988  1040  TAX  RETURN-133-00005228 
FOR  INTEREST  PAID  TO  SECURITY  BANK 
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WORK  PRODUCT 

1979-1992  ACCUMULATED  TAX  LOSSES  OF  WWDC  FROM  THE  IRS  1120-A  FORM 

ACCORDING  TO  DOCUMENT  NUMBER  133-00000158,  THE  WWDC  1120-A  IRS  FORM 
FOR  THE  PERIOD  ENDING  MAY  31,  1992,  THE  ACCUMULATED  LOSS,  AS 
REPORTED  ON  LINE  29,  WAS  $115,589.  THIS  AMOUNT  IS  CITED  ON  PAGE 
489  OF  THE  FINAL  REPORT. 
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Hon.  AJl'onse  M.  D'Amato.  Chairman 
Special  Commutes  ;o  Investigate 

Whitewater  and  Reiateci  Matters 
Senate  Banking  Committee 
53*1  Dirksen  Senate  Office  Bunding 
Washington.  D.C.    205i0-60"5 

Hon.  Paul  S.  Sarbanes.  Ranking  Memoer 
Special  Committee  to  Investigate 

Whitewater  and  Related  Matters 
Senate  Banking  Committee 
534.  Dirksen  Senate  Office  Bunding 
Washington.  D.C.    20510-6075 

Dear  Chairman  D'Amato  and  Senator  Saroanes: 

During  my  testimony  on  January  13.  1996.  I  was  asked  about  a  voucher,  a  copy  of 
which  is  attached.    I  was  asked  'Now.  this  is  a  Rose  Law  Firm  voucher:  am  I  right?"  and  I ' 
answered  That's  correct. '    (Tr.  at  1081    Now  that  I  have  had  the  time  :o  review  this 
document.  I  believe  that  answer  was  incorrect. 

I  had  not  seen  this  document  prior  to  it  being  shown  to  me  during  my  testimonv 
Though  I  did  not  recall  it  as  a  document  produced  by  Rose  Law  Firm  to  the  Committee  or 
:o  any  of  :.~e  other  investigate::.  I  incorrectly  identified  :r.e  voucher  as  a  Rose  Law  .-..-—. 
document  because  the  words  'Rose  Law  Firm'  appear  at  the  bottom  oi  the  document  anc 
because  the  question  suggested  "this  is  a  Rose  Law  Firm  voucher'.  After  reviewing  the 
document  further,  it  appears  that  the  voucher  actually  was  photocopied  while  laying  on  :cp 
of  a  Rose  Law  Firm  invoice,  thus  creating  a  single  paper  with  the  voucher  on  top  'naif  and 
an  incomplete  copy  of  the  Rose  Law  Firm  invoice  on  the  bottom  half  of  the  page.  I  have 
consulted  with  our  accounting  department,  andj  am  told  that  we  did  not  use  documents 
like  this  m  19S5-1986  fas  we  do  not  todav).    Further,  the  face  of  the  document  says  'Rose 
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Hon.  Alfonse  M.  D'Amato 
Hon.  Paul  S.  Sarbanes 
Page  2 
Januarv  31.  1996 


Law  Firm  --  1/86  Billing',  which  is  the  type  of  entry  one  would  expect  by  the  client  and  not 
by  the  firm. 

Our  counsel's  conversations  with  the  Committee's  staff  indicate  that  this  document 
was  produced  to  the  Committee  by  the  RTC.  I  believe  this  document  is  not  from  the  Rose 
Law  Firm  but  instead  probably  is  an  internal  document  from  Madison  Guaranty  or  Madison 
Financial. 

I  am  reviewing  the  transcript  of  my  testimony  to  make  any  corrections  that  are 
necessary.  However,  because  this  was  a  significant  issue  during  my  testimony.  I  felt  it 
important  to  bring  this  correction  to  the  Committee's  attention  immediately. 

Respectfully. 
Ronald  M.  Clark 


Attachment 

cc:        Alden  L.  Atkins 
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PAGE     2 
7TH  STORY  of  Level  1  printed  in  FULL  format . 

Copyright  1996  Reuters,  Limited 
Reuters  World  Service 

May  29,  1996,  Wednesday,  BC  cycle 

LENGTH:  212  words 

HEADLINE:  Whitewater  juror  says  Clinton  was  "magnificent" 

DATELINE:  LITTLE  ROCK,  Ark,  May  29 

BODY: 

A  juror  in  the  Whitewater  trial  said  on  Tuesday  that  President  Bill  Clinton 
was  "magnificent"  in  his  videotaped  testimony  and  that  the  guilty  verdicts 
against  Clinton's  former  business  partners  were  based  on  overwhelming 
documentary  evidence. 

Colin  Capp  said  he  and  the  other  jury  members  were  persuaded  that  Clinton  had 
nothing  to  do  with  any  of  the  illegal  loans  at  the  heart  of  the  case,  and  that 
they  did  not  believe  the  testimony  of  star  prosecution  witness  David  Hale. 

"President  Clinton  was  magnificent  in  his  presentation.  He  cleared  up  a  lot 
of  things  for  us.  He  just  added  to  the  lack  of  credibility  that  we  had  for  David 
Hale,"  Capp  told  Reuters  late  on  Tuesday. 

He  said  the  jurors  considered  Hale  "an  unmitigated  liar." 

The  jury  earlier  on  Tuesday  returned  a  string  of  guilty  verdicts  against 
James  and  Susan  McDougal,  who  were  Clinton's  partners  in  the  failed  Whitewater 
real  estate  venture.  James  Mcdougal  was  convicted  on  18  of  19  counts,  his  former 
wife  on  all  four  against  her. 

Arkansas  Gov.  Jim  Guy  Tucker  was  also  found  guilty  on  two  of  seven  counts  of 
fraud  for  his  role  in  an  alleged  $3  million  conspiracy  to  defraud  two  federally 
insured  financial  institutions.  Tucker  resigned  hours  after  the  verdict  came  in. 

00:32  05-29-96 
LANGUAGE:  ENGLISH 
LOAD-DATE:  May  30,  1996 
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Jurors  Say  Clinton  Testimony 
Was  Credible,  but  Incidental 


\ 


By  STEPHEN  LABATON 


LITTLE  ROCK.  Ark..  May  29  - 
When. they  finally  began  their  delib- 
erations on  May  16,  alter  absorbing 
three. .months  of  tonuous  testimony 
anri  hundreds  of  documents  about  an 
interlocking  chain/pf  complicated,  fi- 
nancial' deals,  some  of  the  jurors  in 
the  criminal  trial  "qf  xhe.  Whitewater 
partners  "  James  -  B:."  and  "Susan 
McDougal  discussed  the  testimony 
of  President  Clinton  for  a  few  brief 
moments. 

It  was  the  only  time  they  talked- 
about  Mr.  Clinton's  two-and-a-half 
hours  of  videotaped  deposition,  and 
.  most  of:  the  jurors  whq  have  decided 
to  speak  publicly  felt  that  the  Presi- 
dent's words  were  credible  and  that 
he  raised  questions  about  the  truth- 
fulness of  the  Government's  main 
witness,  David  Hale. 

But  the  jurors  also  saw  Mr.  Clin- 
ton's testimony  as  peripheral  and 
hardly  bothered  to  consider  it  fur- 
ther. Some  jurors  discounted  Mr. 
Hale  entirely  while  others  believed  in 
significant  portions  of  his  testimony, 
but  all  agreed  that  they  would  not 
rely  on  any  one  witness  when  it  came 
to  deciding  the  fate  of  the  McDougals 
and  Gov.  Jim  Guy  Tucker  of  Arkan- 
sas. Instead,  jurors  said,  they  relied 
on  their  unusually  large  volume  of 
notes  about  the  700  exhibits  and  the 
testimony  of -witnesses  other  than 
Mr.  Hale  and  the  President. 


The  jurors  said  that  Whitewater 
prosecutors  had  presented  so  much 
evidence  aside  from  Mr.  Hale's  testi- 
mony that  they  had  no  choice  but  to 
convicr  the  defendants  on  virtually 
all  of  the.  charges.  And  one.  of.  the- 
jurors  said  that  if  Mr;  McDougal  had 
sat  'silently  rather  than;  insisting  on 
taking.the  stand,  against  the  advice 
of  defense  lawyers,  there  would  have 
been  more  acquittals  and  far  fewer 
convictions.  "1  would  have  shot  Jim 
McDougal  if  I  had  been  one  of  the 
other  defendants,"  said  the  juror, 
Colin  C.  Capp. 

A  three;hour  interview  with  Mr. 
Capp,  a  31-year-old  car  salesman 
from  Little  Rock  and  the  son  of  Al 
Capp,  the  cartoonist  who  created  L"il 
Abner,  and  accounts  provided  by  five 
other  jurors  showed  that  the  nine 


Continued  on  Pcge  D21,  Column  I 


Whitewater's  Future 
A  day  alter  the  Arkansas  verdicts, 
there  was  disagreement  in  Washing- 
ton over  whether  the  Presidential 
race  would  be  affected.  Bob  Dole 
declined  substantive  comment  on  the 
verdict.  But  there  was  no  shortage  of 
predictions  that  the  issue  would  re- 
ceive more  scrutiny  before  the  elec- 
tion. News  Analysis,  page  D21. 
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Jurors  View 
Testimony 
By  President 
As  Incidental 


Continued  From  Page  Al 

women  and  three  men  who  sat  in 
judgment  were  an  unusually  tightly 
knit  group,  even  though  they  were 
never  sequestered. 

Each  morning  they  began  their 
deliberation  with  a  prayer  for  divine 
inspiration,  and  most  afternoons. 
;hey  ended  with  a  prayer  of  thanks 
'hat  they  had  survived  another  in- 
tense day  They  cast  themselves  in 
the  roles  of  the  defendants  and  other 
witnesses,  acting  out  the  scenes  that 
were  described  in  the  21-count  indict- 
ment to  test  whether  they  were  be- 
lievable. 

They  3lso  took  turns  at  an  easel  in 
the  tiny  jury  room,  drawing  dia- 
grams to  illustrate  their  theories 
about  the  participation  of  the  defend- 
ants and  witnesses  in  the  dealings 
that  prosecutors  say  sank  Madison 
Guarantee  Savings  and  Loan  Associ- 
ation, the  financial  institution  that 
•he  McDougals  ran  and  Mrs.  Clinton 
briefly  represented  as  a  lawyer  be- 
fore regulators  appointed  by  her  hus- 
band, then  Governor  of  Arkansas 

To  pass  the  hours  of  seeming  inter- 
minable delay  during  the  trial,  the 
jurors  played  spades.  And  through 
most  of  the  trial,  they  set  up  a  kitty, 
each  kicking  in  S2  a  week,  for  ice  for 
iheir  soft  drinks  and  candy  to  help 
ihem  keep  awake  during  the  hours  of 
dull  testimony 

But  for  all  the  nation's  interest  in 
ihe  trial,  which  was  the  result  of  Mr 
Clinton's  participation  in  the  case, 
the  jurors  said  they  paid  almost  no 
attention  to  the  President  because  he 
had  provided  virtually  no  illumina- 
tion on  the  underlying  charges  of 
fraud  and  conspiracy  against  the 
McDougals  and  Governor  Tucker 

Mr  Capp  called  the  President's 
;eslimony  "magnificent. "  He  said 
thai  he  and  other  jurors  had  come  to 
believe  "that  David  Hale  perjured 
himself"  when  he  testified 

Mr  Hale,  ihe  Government's  main 
witness,  had  told  the  jurors  that  he 
was  asked  bv  Mr  Clinton  lu  issue  a 
S.'!(>0,0()(l  federally  backed  loan  Dur- 
ing ihe  i rial,  an  ajjeiii  "I  'he  Federal 
Uurraii  n!  Inv-'iiuaiifiii  !"•  Hfied  l.'ial 


Mi  Clmioii.  called  in  the  -i.uul  hv 
,!u'  defense  m  in  attempt  :o  uiulor- 
•nnio  Mi  -'.ale's  ercdihtliiy,  >.ud  n 
videotaped  testimony  ihni  iw  never 
disuisscd  any  business  with  Mr 
Hale,  who  on  Friday  :s  scheduled  :o 
betiin  serving  a  23-month  sentence 
for  two  felonies  to  which  he  has 
pleaded  guilty 

But  the  jury  foreman.  Sandra 
Wood,  said  that  the  President's  testi- 
mony, 'cast  little  light  on  the  issues'' 
in  the  trial,  although  she  added  that 
she  and  other  jurors  had  come  to 
believe  Mr.  Clinton  when  he  said  he 
had  no  knowledge  of  ihe  series  of 
loans  that  the  jurors  ultimately 
found  to  be  fraudulent. 

And  the  jurors  said  they  did  not 
intend  by  their  verdict  to  send  any 
kind  of  political  message 

"Our  verdict  was  absolutely  not 
meant  to  be  any  kind  of  statement  on 
the  President,  and  it  is  demeaning  :o 
us  to  think  that  :t  was  at  ail  political- 
ly motivated."  said  Tracy  H  Plea- 
sants, a  30-year-old  hospital  worker 
from  Conway  Of  the  defendants,  she 
said:  "We  fought  really  hard  for 
their  liberty.  We  were  defeated  by 
the  evidence." 

In  fact.  Mr.  Capp  was  downright 
critical  of  the  prosecution.  He  said 
that  he  ultimately  believed  that  the 
Whitewater  independent  counsel. 
Kenneth  W  Starr,  had  been  motivat- 
ed by  politics  and  that  he  had  been 
offended  that  Mr  Starr  "appeared  to 
be  too  busy  with  his  private  practice 
to  ever  bother  to  show  up  at  the 
trial." 

Mr.  Capp.  who  said  he  was  a  regis- 
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tered  .ndependeru  who  had  voted  for 
Mr  Clinton  :n  1992.  criticized  the 
chief  Whitewater  prosecutor  in  the 
case.  W.  Ray  Jahn.  saying  he  was 
unnecessarily  disrespectful  in  his 
cross-examination  of  ;he  Presideni. 
and  called  another  prosecutor.  Jack- 
ie Bennett,  a    schoolyard  buily  " 

"Ken  Starr  wanted  to  do  some- 
thing to  embarrass  the  State  of  Ar- 
kansas." Mr.  Capo  continued.  "He 
couldn't  get  the  President,  so  he  did 
the  next  best  thing  and  got  the  Gov- 
ernor And  David  Hale  ;nvoked  the 
President's  name  for  one  reason:  to 
save  his  bun.  We  all  thought  ihai 
way  " 

None  of  the  other  jurors  who  were 
interviewed  were  as  critical  of  the 
prosecutor,  and  all  agreed  thai  they 
had  ignored  the  politics  surrounding 
the  case.  Rather.  ;hev  said  thev  had 


A  verdict  that  was 
not  intended  to  he  n 


and.  describing  himself  as  a  natural 
salesman,  said  he  talked  mure  '.nan 
most  of  the  othe.r  jurors,  expounding 
on  his  views  on  business  ano  '.he 
difference  between  legitimate  ionls 
and  fraudulent  ones  as  the  jurors 
went  through  each  element  oi  each 
offense. 

Following  the  order  of  the  verdict 
sheets  they  were  given  by  the  judge. 
George  Howard  Jr  of  the  Federal 
District  Court  here,  the  jurors  de- 
cided to  first  consider  the  L1*;har?es 
against  Mr  McDougal  and  [lien  turn 
to  the  -i  counts  against  his  former 
wife,  Susan,  and  the  7  counts  against 
Mr  Tucker 

But  by  May  10  they  were  confused 
about  the  charges  and  overwhelmed 
bv  their  noies  and  exhibits.  Calling 
for  help,  they  asked  for  an  index  ot 
exhibits  and  a  list  of  the  charges 

Once  o.'ich  juror  was  given  a  copy 
of  the  .ndicimeiit.  they  proceeded  to 
■  ■vanillic  'hi:  lesser  munis  agiiftisl 
Mr  Mi  Di.uu.il.  ui'l  !>v  tin-  iiikMIi-  ol 
:.,s:  xt-i    -ivli-'l   Min  '■■■'"■      ■rihli--: 


political  message. 


reached  their  verdicts  after  a  cool 
analysis  of  the  testimony,  of  the 
checks  and  promissory  notes  and 
multiple  bank  accounts  and  shell 
companies  that  demonstrated  that 
the  McDougals  and  Mr.  Tucker  had 
committed  fraud. 

"One  of  the  instructions  we  got 
from  the  judge  was  that  we  shouldn't 
leave  our  common  sense  at  the  door 
when  we  got  in  the  jury  room."  Mr. 
Capp  said.  "We  didnX" 

The  jurors  were  drawn  from  many 
walks  of  life,  and  included  two 
nurses,  a  public  school  teacher,  a 
factory  worker,  a  payroll  official 
from  a  state  agency,  a  switchboard 
operator,  a  painter  at  a  local  lumber 
yard  and  a  retired  teletypist. 

Judging  by  their  first  votes,  it 
looked  like  a  consensus  among  the 
jurors  might  prove  elusive.  On  four 
successive  votes  on  May  16,  they 
deadlocked  6  to  6  about  whether  Ms 
Wood  or  Mr.  Capp  should  be  their 
leader.  Ultimately,  Ms.  Pleasants 
said,  they  flipped  a  coin  and  Ms. 
Wood,  a  38-year-old  nurse  from  Rus- 
sellville,  prevailed. 

But  in  a  sign  that  the  jurors  were 
willing  to  Aork  cioseiy  together,  Ms 
Wood  immediately  invited  Mr.  Capp 
to  sit  with  her  at  the  head  of  the 
table,  as  a  kind  of  informal  co-head 
of  the  jury,  to  help  lead  the  jury 
through  their  deliberations. 

Mr.  Capp  accepted  the  invitation 


conspiracy  count.  They  found  him 
guilty  of  IS  of  the  19  counts 

Mr  Capp  said  that  Mr  McDou- 
gal's  two  days  of  rambling  and  con- 
tentious testimony  helped  convince 
the  panel  that  he  could  not  be  be- 
lieved. "!  thought  McDougal  killed 
himself  and  hurt  the  others."  he  said 
"There  would  have  been  different 
verdicts  all  around  if  McDougal  had 
kept  his  mouth  shut.  They  should 
have  just  put  Clinton  on  and  rested ." 

They  also  had  a  relatively  easy 
time  with  Mrs.  McDougal,  Mr  Capp 
said,  finding  her  guilty  of  four  felo- 
nies associated  with  the  same  loan 
that  Mr.  Hale  had  said  Mr.  Canton 
had  solicited 

Turnirfg  to  Governor  Tucker,  the 
jury  struggled.  By  Friday,  the  day 
before  the  Memorial  Day  weekend, 
the  jurors  had  agreed  to  convict  Mr 
Tucker  on  one  mail  fraud  count  and 
acquit  him  on  most  of  the  other 
charges.  But  they  were  deadlocked, 
9-io-3,  in  favor  of  the  biggest  count 
against  the  Governor,  alleging  con-  , 
spiracy  Mr.  Capp  said  he  was  one  of  j 
the  holdouts. 

They  left  exhausted  for  the  week-  j 
end.  with  some  under  the  mistaken  i 
impression  that  there  would  be  a  j 
mistrial  on  all  the  counts  unless  they  | 
were  able  to  reach  agreement  on  the  I 
final  count  against  Mr.  Tucker 

Shortly  alter  noon  on  Tuesday.  :he 
last  holdouts  turned,  and  the  jurors  i 
announced  that  they  had  convicted  ' 
Mr.  Tucker  for  conspiracy  as  -veil  as  j 
mail  fraud,  making  him  the  first 
Arkansas  Governor  in  history  to  be  i 
convicted  of  a  felony 
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AP  J5362  rn  arar-  AR- Whitewater  Trial-Jurors,  1st  Ld-Wrii  05-25   S  }$p 

Juror  Says  There  Is  No  Evidence  That  Clinton  At  Fault  in 

Whitewater 

EDS:  CORRECTS  spelling  of  Riggs  to  Bnggs  throughout 

dlkkfonstff 

By  DAVTD  A.  LIEB 

Associated  Press  Writer 

LITTLE  ROCK  (AP)  -  Jurors  couldn't  have  heard  from  a  higger 
witness,  but  in  the  jury  room  they  largely  ignored  what  President 
Clinton  had  to  say  during  the  Whitewater  trial. 

The  jurors  also  said  there  was  no  evidence  presented  at  the 
13-week  trial  to  suggest  Clinton  had  anything  to  do  with  the  fraud 
and  conspiracy  charges  brought  against  Gov.  Jim  Guy  Tucker  and 
James  and  Susan  McDougal. 

Juror  Risa  Gayle  Briggs  said  she  and  fellow  panelists  hjnged 
their  guilty  verdicts  on  the  piles  of  documents  presented  by 
prosecutors  and  the  supporting  testimony  of  32  prosecution 
witnesses. 

But  Briggs  said  jurors  gave  little  credence  to  the  testimony  of 
former  Banker  David  Hale,  pumped  by  prosecutors  as  their  chief 
witness. 

Asked  after  the  trial  if  there  was  evidence  suggesting  the  need 
for  Hither  Whitewater  investigations  into  Clinton,  Briggs  said. 
"No.  I  don't  think  there  is  enough  evidence." 

But  Briggs  said  she  has  a  3-inch-thick  binder,  plus  two  legal 
notepads,  full  of  evidence  that  Clinton's  business  patters,  the 
McDougals,  and  his  succussor  as  Arkansas  governor,  Tucker,  were 
guilty  of  benefiting  from  nearly  S3  million  in  fraudulent  loans 
from  two  federally  backed  banks,  including  the  McDougals'  Madison 
Guaranty  Saving  and  Loan. 

"There  was  a  lot  evidence,  a  lot  of  testimony,"  Briggs,  41, 
told  The  Associated  Press. 

"There  were  so  many  witnesses  presented  and  called,  we  were 
able  to  use  all  the  other  witnesses,"  Briggs  added.  "We  didn't 
need  to  use  David  Hale's  testimony." 

Hale  testified  for  nine  days,  saying  he  expected  Clinton  to 
benefit  from  a  S300.000  loan  made  to  Susan  McDougal  and  to  help  pay 
it  back.  The  loan  was  never  repaid. 

Hale  claimed  two  years  ago  that  President  Clinton  pressured  him 
to  make  the  loan  to  Mrs.  McDougal,  a  claim  Clinton  denied  during 
videotaped  testimony  played  for  jurors  May  9. 

"I  didn't  believe  a  \hit\c,  Hale  said,"  said  Earnest  Williams 
Jr.,  an  alternate  juror.  "To  me  the  president  rcallv  didn't  have 
anything  to  do  with  this ....  Hale  didn't  prove  a  thing  to  me  " 
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Added  Briggs:  "President  Clinton  is  a  very  credible  witness, 
but  his  testimony  didn't  really  relate  to  the  transactions  we  were 
dealing  with." 

Briggs  said  jurors  went  methodically  through  each  of  the  30 
indictments,  deciding  the  fate  first  of  McDougal,  then  Mrs 
McDougal  and  finally  of  Tucker. 

"We  stood  united  through  the  whole  time,'"  Bnggs  said   "We 
went  through  each  count  and  each  defendant  separately  -  we  never 
waivered." 

Williams,  who  was  not  in  the  room  while  jurors  deliberated,  said 
he  would  have  made  a  simiJar  decision. 

"I  wasn't  too  surprised.  I  knew  Jim  McDougal  would  get  it." 
Wiiliams  said.  "When  they  (the  defense  attorneys)  closed  too  quick 
and  put  him  on  the  stand,  that  messed  him  up." 

Williams  said  the  guilty  verdicts  against  Tucker  were  a  tougher 
call. 

"I  was  kind  of  in  limbo.  I  was  a  little  surprised  by  that,'"  he 
said. 

At  times  the  stress  and  pressure  of  the  trial  got  to  jurors, 
said  Briggs,  who  had  a  tear  on  her  face  Friday  after  a  morning  of 
tough  deliberations. 

"I'm  just  real  emotional.  Trying  to  decide  the  fate  of  three 
lives,  to  me,  that's  a  hard  thing  to  do,"  Briggs  said. 
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This  txaaaaxipt  bif  act  yw»  ko  unearned  igaiast 
rtdaatapa  aad  eaaaat,  tar  that  nun,  bo 
eminind  u  ta  toeartey  of  aaaafctn  asd  ayaUaff. 

(JWO 

ABC OTWB XSBBnUNXmVJ  AirD«to:MayS«,lW6 

McDoutfalc,  Tanker  Guilty  in 

Arkaxuu  Trial 

ANNOiarcssi  a£ayath,iso«. 

ISD  ZDPnX:  rootewawj  Yerdlsa  m  to  a  Ai 
Wbitnrttar  ttUk  Jin  SCeDaaisl  gaffiy  tf  IB  tf  19  ifaviw 
suu&  MaOougal.  luaJty  of  til  too*  tsuais;  Auuiu 
goraraar  An  Guy  Tasssr,  goaty  oftwoefamn  charges. 
Fro*  BOL  CUWOK:  "Bu>  Jarr  has  deddsd.  I  vu 
•abed  to  gfro  taattmany.  I  did  Oat.  aad  ft*  ma,  it's  tea. 

JOBSraBiGBHOVAfott  ^te?mld«&l,tfc>eii 
■  ataxfe  mm  aiatutaiag  day  than  the  Watta  Heaae  lata 
on  a)  dris  pciBI. 

JSafftTSWASTi  Bxa  possibility  ftO  rtaams  that  the 
?rwa*m»  or  the  75rH  L*ey  mill  Sbsb  ebargas  namltias 

Aran  this. 
TSD  SSOPHELi    [vBteeKcar)  TraighJ,  bad  news  ft*  the 
^t*«l««TiM  aouid  be  era*  www  poUaaal  newe  tar  the 

mates. 

AKWUlWiaBB  Tata  il  ABC  Newe  iflghtUno.  Separtiae; 
ftum  Washington,  Ted  Jtoppai. 

TSDEOPPEL  Ti^aa^asaated  truth  is  Tifady  to  bain 
trraa.  aborts-  supply  than  usual  hare  ia  WuMagtoo  te  tba 
us*  day  or  as.  After  son  tea  a  weak  of  deUbaratlaa,  a 
jury  ia  Uttia  Back,  Arkansas  —  sad  te  ftrepersou  of  that 
jury  will  be  Joining  oa  la  joss  a  Sw  mtautas  —  tha  jury 
auad  some  friends  aad  iteaar  btuiaau  airfeen  at*  BUI 
aad  Hillary  CHnten  guOty  of  a  number  of  falesiaa  relating 
to  toa  eofattod  Wbittowatar  afiUr.  That  dearly  <a  sot  good 
saws  ftf  tbt  PjaMmt,  who  hid  been  asot&g  thai 
Wbjivwatar  would  dilcppaw  u  a  campaign  iaana  this 
year.  Stfll.  tba  TOnta  Kws*  aad  tea  eurraaatoe  wOl  ba 
working  overtime  to  cuaviass  fta  souaay  that  what 
happened  ia  Uttia  Bock  today  ibould  ba  of  so  oeaaesueaca 
whatsoever  to  PraaUant  Clinton. 

If  yooSra  •*•*  wuaaerad  whet  la  meant  by  tba  paraee 
mating  a  aula  on  tba  aawi.  tetfi  an  example  of  it,  bat  to, 
too,  an  tba  oter  tida  of  tba  loos,  ia  what  Newt  Gingrich's 
ipahasmaa  oftrad  as  an  taanmnmrt  tbia  alaaraooa,  "At 
S.-00  PM.  today,'  aald  Tosy  Sttakiy  [apt],  "taa  oavar-np 
began  to  unravel."  Sentowarre  betweaa  Mr.  TflanMisi 
pndtedoa  of  dooa  and  (ha  studied  »"■-*"'■"—  of  the 
WMto  Hoosa  Boa  this  report  from  NtghtUna  carrasgaaaaat 
DavaMaraah.  _^_^_ 

Ctov.  JXSS  GUY  WCSEBi  Altbeoga  I  know  I  am 
laaasaai  of  a0  ehavgoa  moda,  I  must  eccopt  tba 
vardlet  of  tha  Juty  whilo  I  appaaU 
DAYS  MARAOT;  [mtee-ow]  Todays  blce»i 
tsnssdiato  loaar  tn  (ittta  Bock  ma?  bar*  baaa  Arha&aaa 
sovernor  Jim  day  Tockar.  Within  howa  of  ooavistisn  on 
juat  two  of  tha  tsvaa  ooatrta  agaiatt  hizo,  Tuekar 


racisaadbaa  sfleo. 

JIM  btanOUOAIt  I'm  a  Uttia  bit  ivpaaad,  bat  I 
doat  hava  any  hard  aaUaga  towaxd  thai  iury. 
DAVB  SfAVAaBc  ttolm-oom-J  J(m  MoOoucbI.  tba 
ftirmar  pjopriator  of  taa  boatod  Madlaan  Saria^s  tad 
Loan,  was  aovady  a  ralnad  man.  After  today1! 
coaviotiea  on  II  of  Id  criminal  couati,  ba  icood  with  bta 
lawyer,  Saxa  Two  ftpij,  placidly  ftdar  a  poaoblo  M 
yaan  tn  ftdsrsl  phaoa- 

OIK  MaDOCOAL:  This  dtdat  torn  oat  asaotty  tha 

way  Sam  tad  I  waatod  it  to,  but  I  laid  from  the  start 

wbtt  this  Jaay  aad  thb  Judco  did  Z  weald  ouaider 

lair,  aad  I  aoatpttait, 

SAVS  MAHABR    Awfca-ow/  IT  UeDoacal  aeeaptod 

tfaa  vtrdiec,  taa  ftamar  wb>  Saaaa,  oeavietod  on  all  a»r 

csonts  ft*  bar  rote  ia  a»  iQegel  $300,000  loan,  &&  act. 

Bobby  MjPsaJalftBWwaa  bar  attoraey. 

SOfiBV  MnEANfflL:  Sha  dimi  sot  aporora  of  It 
Sha  ihaaiTaaa  with  il  Sha  Nspoats  tba  ajratam,  but 
tha  tystem  is  not  abaays  oarrsct  Sha  maintaiaa  bar 


SAVS  MAHAarf'  totUeKtar]  Taara  ua  noaaaona 
tha  dafeadaoto  may  tpaaai  todayi  vwdKt,  bat  law 
jimfaainr   Jonai&an   awleor    la   dinsiaahr*    of  tetr 


JONATHAN  rWKUKTt  Tha  odds  of  tail  cwvicttoa 
betaf  ovartaraad  oa  aypaal  ara  aemswnsre  iatwatn 
uro  aad  nO.  I  seaa,  you  had  a  great  jory,  a  y*xg  good 
jTjd»«2iallthspartisaagra9ft  pretty  to  trial. 
OAVB  hXABAaS:  !vol<**ittr]  And  tha  wuuon?  la 
Llttla  Soak,  tha  proaeeocar  who  toad  tba  oaao,  W,  Bay 
Yawn/aptt 

w*.  HX3  TAWNt    Ifa  aloa,  it  jivta  you  a  varm 

&*Uoa  wban  tha  Jury  aopapca  your  latarpratatiaB  of 

cans  a€  tba  avidanaa. 

OAVS  21ABABB:    Ivoiet^vtr]  Aad  la  WsaHinaton, 

Yswjft  boss,  apadal  yroaaeBtor  Kansath  Starr,  was 

SBNSEJH  exASSi    7u  tha  janri  to  sat  osida 

whasrrar  may  ba  hapyaaiaa  la  the  pobUe  domain, 

and  to  ay  a«  bast  tey  ean  to  da  (bttr  day,  this 

raaily  ii  a  vlndicatlaa  of  a  juitto  system  that 

ultimately  deoenda  upon  what  tha  jarron  ttuawah«a 

daaoibed  as  tatotrtty. 

BAVS   MABAIB:      [voie+wv]  Joaaph  SiOeaova, 

baaaaaT  a  temar  special  proaantor,  aaaa  Starr  aawly 

empowered. 

JOSEPH  OiOBNOVA:  Well,  tbara'a  just  absohdaly  na 
qusatloa  that  tha  Cliatacaa1  two  partoaro,  tba  Jim  aad 
Sutaa  UaDougal  [via],  ware  oBavictod  of  aolttpl* 
lilonioa  In  this  aaaa,  aad  that  gives  Whttewatar  now  a 
credibility,  tha  i«vostl{atian  of  WUtawttar,  a  cradioIKty 
and  a  vtbreaos  and  a  rebirth  wniab  males  It  hard  »r  It 
to  go  away  anytime  goon. 

£U&NNa713i  STABS.-  Watt  liowT  'Wb  more  aawart. 
SAVS  SMBABHj  Whaf  a  nest  for  Starr?  A  trial  tn 
tbroa-maefea  ofbankora  BBaaaod  of  ejwBg  fflagsl  help  to 
Qunttusf  501  Clinten'a  ISflO  reabKtion  campiign,  but 
aararal  Waabington  lawyers  sue&vst  sa  tvaa  uggar 
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(tap  to  linaatla,allin  *•  Piarinawt  might  be  taming 
ftma  ataPaa gag  lata  *  wttnaea  fct  tha  ptonmBau. 
JOMAtHAN  TUKLRY:  Thrret  no  qwa&on  the  tint 
«ell  would  go  to  Susea  UcDoaoL  Painutiau  years  ia  a 
vary  errteaa  aatMr  to  be  ©ansamplatiag  tonight,  tad 
th«t^  wbat  abi'i  (nac  to  ta  dotn»  8«v«cmb  7mi«  ia  < 

|Hlllf*nr(»lTi  sv*a  "*  5*°  *°  ft*"  of  It,  ia  •  lone;  damn 

JCWJgfH  DiClKHOVA:  She's  a  orach  younger  penea, 
wltb  moca  ami*  of  her  We  ahead  of  her,  ud  una  of 
tha  stories  about  her  letaatoaaMag  with  tha  variant 
j»eplM  /«/  la  tola  eaaa>  ia  tarma  of  tha  way  aba  was 
turned  oa,  would  make  bar,  perhaps,  •  much  man 
likely  prospect  to  pmsscntora  to  want  to  att  dowa  and 
talk  «■»,  and  aeaaaea  she  <a  aaaaa  vulnarabla.  «aaH  ba 
aura  believable. 

HAVE  HARASS:  /Wee  over/  ftitea  MaDougal  may  ba 
tha  taarqjaee  oaiaa  saaaag  aajaaatal  ■llnanai  Bern  the 
WUtt  House  to  Torry  about,  but  Jim  Stewart,  ma 
author  of  <  raemt  book  critical  of  tha  Canwm*' 
Whitewater  partaraaBee,  caye— 
JQf  0TBWA3T'.  The  biggest  effect  may  ba  oa  paopia 
whoa*  acmes  who  have  aoc  area  baaa  ideasalad  aa  part 
of  +*j»  hrfettigBtieB,  other  potential  daaaaaaaaai 
potaaelal  witnaoit*  who,  having teaa  tha  laaalal  la  daa 
oea*.  will  ba  oalnne  Independent  oouaasj  sow  tad 
toying,  "Lett  talk.' 

DAVE  MAMAitt  tmif-autr]  President  (ffiatea.  tha 
mart  we*  saay  ba  paUtUaUy  aa  wall  a  legally  beset  by 
todays  developments,  those  to  focus  Ida  ooly  raasttsn 
oa  tha  pUgtit  trfthoii  um.vti.tad. 

PW.  BOX  CLBfTON:  Aa  I  aaW,  ftr  ma,  V a  more 
of  a  personal  thing  today.  Pm  vary  awry  for  them 
personally. 
DA.VB  MABAJH;  /iwAmobw/  Tha  President  waa 
aakad  about  hit  testimony,  oouaowiag  corrupt  banker 
David  Hale,  who  acid  CUatoa  pressed  for  tha  lota  to 
Snaaa  McDoagal. 

BXPOBTBR:  Did  tha  juror*  not  behave  you7 
Pre*.  BOX  CLINTON!  Ob,  you  ought  to  uX  them 
that.  I  doubt  that.  I  doubt  that  that*  what  waa  going 
aa,  but  jou  ought  to  aak  than.  1  seat  know. 
UAVBKARAflBi  techs  caarJ  Aad  Ftrat  Udy  BBIary 
Hadhaa    CUatoa,    aakad  tonight  aw  har  reaction, 
decunod  to  flva  oaa  to  reporter*. 

Con  cwmra]  Among   tha  life*]?  aflscts   of  todaVa 
verdicts,  mora  attention  for  tha  fiaal  upcrt  at  8a&atar 
Alftnte  D'A&ute'i  Wbifaawatar  eommUtoa,  aad  raoawad 
aaairj      ftr      tha      ipadai     rirwmmi'a     aioOaal 
lav«ati«atlaaa,  Inflniting.  aayi  a  aooxoa  cloaa  to  Starr's 
iff  ra,  eoaaatam  doaa  {bout  oa  tha  VtatUeat  aad  Tint 
Lady,  rm  Paw  Maraab  «»r  Wgh*"-T.  rr  ^BaaaUaahaV 
7SD  KOPPSXi   Latar  la  tha  program.  rU  ba  tattfag  to 
•cutera  Alfeaaa  iyAacto  aad  Chrii  Oodd,  bat  first,  wfaaa 
wa  ootca  back,  tha  quMtioa  of  what  eonvlacsd  tho  Joroni 
and  how  Pnddaat  Ointaa'a  tacttmony  playad.  Wall  talk  to 
tha  foroporaoa  of  tha  Jury  In  a  momaat. 
[Commercial  inxahj 
TED  SOPPSLu-    Jcnalntf  aa  now  live  from  Rnaaallvilla, 


iAxkaani.  taa  thiaparaaa  of  tha  WWtawattr  trial  Jtny, 
Bandy  wood. 

Ida.  Wood,  am  tha  paopia  who  wara  ooiMictad  by  you 
aad  yow  adlaaaaaa  today  hava  baaa  oory  roipodfbi  of  tht 
jury.  Bvaryaaa  woi  ta  thlak  that  tbaa  waa  aa 
«xa*nrdiaa*y  Juiy.  You  took  a  loaf  that,  (right  dayi.  What 
toakaaloog? 

SANDY  WOOD,  Waltowaiar  Jury  awiwaaaaoar  Wa 
vary,  vary  carafaHy  eoaaldarad  all  tha  arldenoa,  aad  wo 
had  a  lot  rf  avidaaea  to  eoacldar.  Wa  teak  tha  arideeoe  aad 
(Utaanrad  tt,  aad  lookad  at  tt  ftom  auttipio  asglai,  tad 
triad  ta  ouaa  «rra  that  taa  fovanusaat  bad,  ladaad, 
prorad  It*  aaaa  bayoad  a  laatonalilt  daobt  and  that  wa 
would  aQ  ba  eomftatahla  with  tha  daaadaaa  that  wa  wcro 
mat  Inc. 

TXD  XOPPBL:  You  moat  hava  known,  «v«b  aa  yaa  vara 
QOBatfariag  the  paradulan  of  tbii  oato,  that  tha  weola 
oouatty,  tndaad,  tha  wbela  world  wu  watehim  what  was 
ceiaf  oa  thara  baoauaa  aomaOtlaa  oApraoadaatad.  nare  or 
law  uBpraoarfanraa.  hag  hippaaad,  In  that  thi  rYaaklaat  of 
tha  United  atataa  tatttaad  by  vldaatapa.  You  maf  htv* 
heard  bin  aaawar  a  raperttr*  a^aatioa  batbro,  waaa  ha 
aaid-artporteraald,*DoaatftijmMaai«tai»Jiai7diila,t 
baUara  yta!f  aad  tha  Praaiaaat  laid.  1  doat  talak  thaft 
what  it  aaaat,  but  youll  have  to  aak.  tha  Jury."  Okay.  r» 
■fMaf, 

■ANDY  WOOD:  Okay.  Y*a.  I  did  bear  that  Aad  no,  that* 
not  what  that  maaaa  Tha  Praaldant*  eradBaWywai  arrar 
aa  tetua,  aad  it—  IVa  boon  aakad  that  all  afternoon,  doaa 
thai  aaaa  you  believed  taa  Praskleat  and  not  fle*U  Hale? 
AM  it  doaant  miaa  that  at  aD.  Ob  ■eata  of  tha  laauaa,  w* 
ware  able  to  take  porta  of  both  taatasoay  aad  oaa  it-  Tho 
rrealdant  didat  alwaya  thad  a  lot  of  Urht  ta  tho  tattvidufll 
traTUirrlona  mat  wa  ware  looaaaa;  at-  Wa  wara  locking  at 
ton*  datalla  of  aoaoe  pretty  eouplax  traatasltfia,  and  ha 

JBfO- 

TXD  XOPMEL;  Vow,  tha  Praaldaat— 
aANPY  WOOTJ.-  — ho  Juat  didat  have  knowtodfo  of  than. 
TED  SOFFEL;   —wall,  cUhcr  did&t  hava  Icaowladga  or, 
tone  would  toy,  ha  gave  una*  rather  lawytriy  rotpoacai, 
and  what  thay  oaually  laaan  by  thai  ia  Ha  wu  vary  orafiii, 
eeuld  not  bo  acoutad  of  not  haviag  apokaa  the  truth,  bat 
•aid  thisga  la  «nch  a  way  that  tt  wi§  aort  of  a  vers  aarrow 
aacwar.  Old  you  have  that  aaaaa  of  it  at  an? 
SANDY  WOOD:    Oh,  waQ,  aa,  dr.  I  rtaHy  didat  coma 
away  flroro  it  with  that  I  juat  Mt  like  he  "*u  taffiag  oa,  ta 
tha  bait  of  Ma  kaowiadge.  what  hakaaw. 
TED  KTJPPEL:  Do  yea  underatend  why  it  wu  that  tha 
de&aae  oallad  him  ia  the  first  plaOt?  I  BUta,  ttPSaJtnUy, 
yoa'ro—  yau'ra   taQlnff  we  it  dldnt—  the  Fmelaanft 
tsstimony  didat  play  much  of  a  Mia  oaa  way  or  tha  other. 
SAHDYWOOD-  Tbafa—  thaf*  what  I'm  talliog  yw,  tad 
ao,  1  doat  really  have  a  aaaaa  a>  to— •  to  what  hi*  purposo 
wuto  ba,  othar  Qua  to  casta  bad  light  on  David  Bala. 
TSD  KOPPEL.   Aa  you  wra  eaaatdagfagthe  Twrdlet,  and 
whan  you  wera  all  beginning  to  talk  together  for  tha  arte 
time,  did  the  subject  of  the  larger  rcmifieatlooa  of  this 
story  came  up  at  ah?  Ia  other  worda,  did  anyone  ever  ralia 
what  all  of  oa  oa  tha  outside  are  thinking  and  talking 
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jaet,  and  going  to  be  tatting  aceofc  tonight  also,  namely. 

^  Ibu*  of  th»-  tit*  pottOca)  impact  sf  th»  Waitaemeer 

w?gtd  that  «*en  rater  into  ymadlflamtotu? 

AND*  WOOD:     Now  We—  w*  left  all  ex*  tha  politisa 

«o(da  of  the  dsttoarauVen  room.  W«  were  charged  vita  a 

arrtty  ooapl4tt  chfirja.  to  jo  in  lh«  and  scruidag  those 

he  huUctmeats,  and  to  w»  Juuuaid  «S  of  aw  energy  and 

pmsy  mocb  just  pat—  bad  tunnel  vision  and  locked  u 

whs*  "V  nasded  to  leak  aft  te  *ema  op  with  Ami     those 

indittaaaaa. 

1SDXOF7KL:  And  whan  it  fcufly  oaaa  down,  than,  to 

ths  VQTdkti  no  "»sl  argnmsw*  abtititT 

OANBY  WOOOi    So.  No.  We—  we—  wa  oeattBued  to 

diseaea  the  wrfdecce  ostfl  everyone  fell  ooafsrtaUa.  .s 

TBD  XOTTBLi  Ml.  Wood,  thank  you  vary  sack,  tadead. 

I—  I  really  do  appreciate  your  osmlaf  in  taught 

aAKOYWOOP:  Taa'ta  aoJgamo.  Thank  yni. 

TJE8  S077ZZ.:    Whan  we)  come  back,  rn  b«  joaed  far 

aanatara  Alfsnss  gAtMTn  and  Chria  Bond  fait/. 

/Cawuaawriai  ifcaJJ 

1SDS07VSL:  Jb&oiag  us  now  ftcm  cur  cffltaaa,  wpra 

in  Saw  Bavta,   Ceanaotiptt,  Senator  Carta  Eadd  U 

cnataaos  orf  ths  Dajaaarana  KatiouaJ  CnmrnlHIae  and  • 

member  of  tbo  Senate  special  curacituio  an  Watoswtvtor.  I 

WW  Senate*  Dfidd,  H7  brain  aaid  Seaem  Dodo,  say  mstafc 

laid  Craas  Bond.  X  ajwisQtav. 

San.     CaaiSTOygga     BOBD.     0».     CnsJattan, 

DejaremtloNatlenalCoomarttae'.  Thara  all  right, 

IXX>  SOPTOEL;  Sooator  Albfum  CAsate  ia  tka  ekalxmtn 

of  that,  Senate  committee  and  also  tka  se^hataaaa  of  the 

Dole  campaign,  Ha  joins  as  am  oar  New  York  studio. 

Senator  HAmsia,  wfcsro  does—  b*  m*i  tot  0/  all,  be  as 
good  aa  my  ward  to  you.  You  told  ton,  when  you.  and  I 
cpo&s  on  th*  phone  hsfere,  you  do  not  want  to  engage  in  a 
Btrtlaafl  tort  Of  defeats  on  this  profram  tarrfghr.  aad  that's 
perfectly  fin*  bocsaeB  I  hare  enerueas  tor  you  and  I  bare 
qvaetioes  for  Senator  Dead,  ana  !  doat  think  it  seeds  to 
tUTO  into  S  debate.  Sot  whara  doaa  your  rmrmttTa*  go 
next? 

Sen.  AUTOMflH  DUMASO,  CBJ.  CkaJmaa.  Sanata 
Whitewater  Cotasaitse*!  Wan,  we—  we're  jeiag  to 
eonantw,  TW,  sa  waVaindScatad  aad  agTaod,  U  atBoxspttO 
prt  ail  at  Ow  arttxtaaaa*  ike«  ws  paa^biy  can  ba&za  tba 
axpcranen  data  of  June  U4b,  and  Mstb«  ciaar  about 
*htt  Bzmi  Ral*  YM  eeen  aubpoanxad  by  tha  nrnir'^rri 
Ha  5^  rajostod  coining  bafbr*  tha  caoisittoa  fluea^a  iJa 
attorney,  tndicatfng  that  ha  would  pkad  tha  Fifth 
Aasadasjffi.  Nov,  paotht7  hsQl  TaoD&Aidsr.  Wa  &i&k  irs 
Importiat  that  tha  roanittt^a  and  t&a  Aanrton  o«opi«£*« 
tha  fiuta,  but  ««V*  act  going  to  aiter  oor  eawaa.  Our 
aladKa  ia  to  gat  dsna  by  Jnaa  Mtb,  that  is.  tha  paboa  part 
a£  it  and  to  auks  our  rasort  en  tha  ISth.  But  1  tktak, 
«lssrly,  tho  jury  has  ipekan  and  I  think  it  damanttrataa 
tk«  a&AcUBBau  of  tha  WbiMwatartrxsady,  «*d — 
TED  SOPPBL:  Tall  ma  whit  JQU  thfaS—  tsU  m«  what 
yoa  think  that  jury  Rid  today,  other  than  that  Sutan 
!£oD«assl,  Josu*  UeDeagfil,  aad  Oovcesot  Tadtsr  ara 
juihy  rf  fidcnJss.  What—  what,  feaysad  that,  hai  tha  Jary 
said  todayf 


flan.  AUONSH  ITAMATO:  Wall,  they  wara  ohU  to  (0 
throufh  a  vacy  osmalss  msttsr.  uxd  it  was  aamplaa,  aad 
adiaittadly  to,  Mr"\  not  Mmatklnfl  thafa  •ntartakanf ,  and 
aaisraatno  that  Una  asrfngi  and  loan  optfttad  —  tha 
Madiaoa  Quaraar/  Serines  aad  Leaa  —  oparaCad  by 
MtDougul,  was  uaad  ta  a  dispaaatt  of  asiUlona  oVdoRtra  of 
tazpayara*  moaay  to  »—  a  groop  of  friaads  and  political 
iaaidan,  aad  that  tfasra  taaUy  la  sobataaci  to  tha 
whitawctar  uvvitiajatiflB,  aa  oppasad^* 
TCDKOVFBX:  Anjov- 

San.  JiLSOSia  D-AMATO:  -4s  k  bacnf  taaUanssd,  at 
tt  has,  aa  bawg  Just  a  parnaan,  «ltnaat  any  fubstaaoa. 
Attd  I  thtDfe:  tke  JtOT  ha»—  ha*  qsrtamJy  aamaaabraMd  that 
It— that  tha  la  rati. 

TBD  ZOTP9L:  Tha  jiur,  qaita  dearly  —  aad—  aad  «a 
Jut  haard  from  Ma.  Wood,  tha  aaayaiioa  —  who  v«ry 
suaiaiy  itatad  that  tbsy  wara  not  taring  anydaac  bayead 
tma  parthoiar  eaaa,  ieao£tr  aa  it  ralacad  ta  thaaa  parUcalar 
dafandants.  So  you  think  taat  taia  aaasaav  taya 
aoaatiaag  mora,  as  fa  as  tha  Prasiaaat  aad  tha  Jim  Lady 


San.  ALTONII  XFAMATOi  No.  !  think  what  it  doat 
jatBonatrata,  titaugh,  Tad,  quits  clearly,  ia  that  thsrs  waj 
wrangdotesi  it  was  tuhaftarltl  W«  arc  <han(od,  sot 
eamnutsaa.  with  tha  raapontftttlty  of  fatting  as  many  of 
ths  fltats  as  *•  can.  Wo  sra  not  oriaioal  praaaautori,  that?  ■ 
op  to  tas  rpactal  oounsol,  bvt  Una  waa  aat  aaata  kind  af 
partiaan,  ona-^rfari  poUtteai  adaantera.  Aad  wt'ra  going  to 
attempt  to  finish  our  haariag  in  a  thorough,  aoapraaaaaiva 
aaaaar,  ratting  the  fitett.  Wa*ra  not—  waVa  not  thara  ttir 
•atartaiiaaaat  purpaaoa.  It  may  aot  hava  baas  «piaa> 
<MDiag  or  xiwadag.  but  I  think  wa  hava  cendactad 
euraalvat  la  a  thorough,  and  a  ocmpraasaaiTs  aad  ih  a  fair 
aaaaar,  aadtfaara  "bat  wa'ra  going  to  do.  Wa— 
TJH5  SCPPEL:  Sanatar.  lat—U*  as  just  tarn  to  Senator 
Dedd  now  fbr  a  memaot.  This—  this  ekarly  has  sot  haan  a 
good  day  fcr  tha  Whits  Houaa.  That  deeant  maan  that 
thara  Is  any  f^aoifis  inftraaea  that  can  ba  drawn,  but  at 
laast  ia  tsras  rfhnpraistasa,  not  tha  best  daytbayV*  had 

&f  awhile.        

Sea,  CSaXBTOPam  SCOD:  Wall,  I  w«u!4at  tfaaana 
with  that.  Obviously,  all  tts  new*  is  majctag  tiba  ooonacUoa 
hara,  but  I  think  ifc  important  to  pick  cp  oa  what  Ms. 
Woods  It  icj  had  to  any  bare,  that  the  qaettiim  of  tho 
Praeidaart  cradihUity  playtd  Uttla  at  no  bearing  in  the 
jury's  decision.  The  trial  had  octhmg  is  do  with 
Wlnbrwitar  whataoevar.  This  waa  aa  entirely  separate 
aattar,  and  if  a  important  to  maka  a  diatiaetioa  betwosa 
juilS  aad  suilt  by  a—neiatinn,  somathlag  that  rcopia  ia 
Wathlngtea  «ra>  very  familiar  with.  And  here,  ths 
Preatdant  knows  thes«  paopia,  attuaiiy  was  lavohred  in  a 
traii»setian  with  them.  They  then  baeaaa  isvotrod  in  a 
ttsfti&cdon  faparata  entirely  ircun  what  has  been—  what 
the  Prasidaafi  been  aeeussd  of  by  tome.  Thay  are  feuad 
JTlllty  of  that  aaposasa  tras**«iiea,  and  becaaae  they  had  a 
pmioug  raktloafihip,  ihey^fl  therafisra  guilt—  guilty  by 
*tioci^tiflfl. 

New,  deaxiy,  this  Is  £°lag  13  bo  uesd  by  tome  political tr. 
I  'Bndtmaadttot.  Tha  ?rscidna.t unaarstaaaa  that.  Bntwa 
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—  tag,  «  mm  at  IttMH  tnaa  paopia  »ffl  U  «uit 
i  tbla  to  •MiHrf1<*1'  tailaaaa  WWM  who  wu  ■ 
j  to  >  <■»•  with  wbith  taty  ted  aptfaiuf,  to  do,  ttd  a 
or  pojtcna  who  wan  damadaata  la  »  cum  aad  found 

20PFBL:  S*aatar  Dodd.  lat  ma—  lat  ma  bout  en 
'  tha  werda  yroVi  just  uaad.  Ya«n  rafteitnj  ta  tha 
hww  of ftjnwM  a»d  Maatta—. 

SSKaVTOnBal  OOOD>  Mavhaua. 

KOFVKL-   Thara  li  no  doubt,  In  my  mind  —  tad  W 

araotad  in  haariaf  what  yew  win  aay,  that  had  tha 

jmt  down  w«l»  ■  oUflbrant  vw/dtoa,  had  «mqwu  baas 

atf  fnflty  of  all  touata,  tha  Wbita  Bmm  would  havu 

d  Into  tha  broach  rod  raid,  "Hara,  lasnadictalr,  la 

wa  baro  bean  tocJOna;lBr.  Tim  WbJtawataraaatowua 

aajtUaf  ta  t*  mnoartori  about  tad  thould  sat  any 

>  ha  aay  pta*  tf  thto  oaaaatg  pmidwttal  tampalaa  ' 

rat  fidr  to  aay  thai,  than  wtr  ta  it  aat  bow  fair  ta  aay 

bran*,  •Now,  appaxtnUy,  tfcert  la  aanrtbjaj  *  ^ 

tadthara  arc  acha*  tataga  CO  ba  loofcad  at*? 

CHaOBTOFHIB  OODOl    Wan,  ta  ar/a*  to  ay  to 

Tata,  If  I  «aa  ban,  Tad,  baawa—  what—  what  tha 

atfantM,  tf  jwj  will,  slight  aty,  tad  what  tha  madia 

■t  uty,  tad  ttaota  who  are  ehargtd  wtih  tEaiyatng  tha 

aura,  Thi»  wm  a  atparato  matter,  aattrily,  tram 

lawatar,    had    nathto*-    to    4a    with    WVItoaatof, 

ivad—  . 

I  IOFPKI-     Bat  yauVa  not  dlaa—  hut  yatt*ra  aat 

traatag  with  what  fta  tayjaa;. 

.  CBUaTfUJPBaJt  POOP;  Iwutorataad. 

J  IOF?JL  Kadthay  an  baamtboadaM  guilty,  tha— 

know,  tha  WWta  Haass  would  ham  jump**  as  aad 

,  "Hailalujub,  oraryooa't  not  fuiliy." 

u  CHKBTOPSZR  DODO:  Wa  csrtoialy  would  her* 

—  wa  entaialy  WSttld  at"  had  a  batter  day,  tnanVa  as 

ados  about  that.  I  doat  dony  that.  What  wo'ia  talking 

■u*  hara  la  tryin*-  U  analyst  thia  ao  that  tha  panon 

ma  at  hama  — wjgfr+-  Uaumina  to  thin  jwaoasm  eta 

lantaad  what  Chit  la  about.  And  tha  man  that  wa 

■at  ova*  aad  <mtr  asaia.  thia  la  a  Whitewater  mattar,  in 

aaaa,  than  la  a  mum  wa  maka  tha  aajtag*  bara.  Again, 

maka  tha  point  to  haar,  Tilt  eaia  had  aotUaf  to  do 

Jx  Whittnrater.  Tha  MoDoaaala  aakad  tha  Pnaidant  to 

my  aa  thsur  bthatt  Tha  Jury,  u  tha  tawaaatsa  hart 

d,  that  thay  odat  ruallr  ujt  tha  tMtifflany  tf  tha 

ttidaot  that  much  bacauaa  tha  stsaaaaaatay  rWoaaa 

j  ao  overwhaljaiaf,  900  itama,  rm  told,  that  it  wa 

ally  man  at  a  oua  batad  en  doouaantvy  avUeaoa  than 

ituBoaitl   avidanea.  But  yai  fuilty  paztiaa  who  an 

Kwlttad  with  athar  paoala,  thay*T»  ~-"tt"><"^ttd  la  iomo 

<y.  tt*«  laportant  that  wt  try  tad  aapartta. 

SD  KOffSL:  Saurtor  D^Btato,  do  700—  d«  ymt  hava 

ly  oaarral  wtth  that?  Yoa  vara  tryiaf  vexy  haid  to  kaap 

ia,  at  tha  UMavaat,  at  laaat,  from  t^^nlnf  a—  a  5 ardcta 

Tcii.  la  that  fplrit,  will  you  askaawladaa  t2ia  point  that 

;nster  Padd  ta  maJriagT 

3Qj  AtS-CKSE  D»AMATO;  Taaa,  lat  ma  lay  thia  to  you. 
;  tatru  to  ma  that  when  Cluti  tad  I  w  tUa  to—  to 
?eoJi  to  tail  isaoa,  ha  will  admit,  aotwtthitaadinc  that  wa 


any  hawa  had  toma  41»a«T«at»aati  aa  how  to  to  about 

oartaift  ^»gr,  that  tha  wnril  of  our  oomralttta  hat  baaa 

oanduBtad  la  a—  in  a  odr  aad  iaatraal  Masai  Tbat 

dgaattt—  m» 

TED  BOFVCLs  Fargiva  aa,  I  waat  to—  I  vaat  to  ixo  tfi« 

last  tow  BBBStta  that  wava  gat— 

aec  AUCW8B IVAMATO;  7*ak 

1XQ  xoppfX:  — rm  aat  talktof  abau*  tha  work  of  your 


fcavALWProttiyAMATO;  aura. 
TXD  XOPFaX:  rm  tauaag  about  tha  ndavaaaa  af  what 
happasad  today  h> —  to  littla  Book. 
faa.ALTOOTSO'AMAXp!  Yaah.I^tnwaaythl.toyeu. 
You  eant  jusau  to  toy  oaaalttatoai  oa  tha  baali  of  tha 
asarlettoea  that  wara  siado.  That  would  ba  Improper,  The 
aaaid«n  about  Mr.  Hala,  wa  would  oartoioty  ux»  ta  eat 
ban  to  front  of  tha  —Tiini^TT  to  that  wa  aaa  uk  him 
vhataar  aa  ao*  oartala  thtaaa  that  wo'va  raad  about  sad 
ansa  thinaa  that  b*  »*tlflad  »  ara  arua  or  aat  trua,  ir\d— 
tad  judo*  te  uuratlaea  aad  hsv*  tha  AaoarbmB  paoplt 
maka  ttaa&JwafBunt  I  aaJit—  fa  aat  la  a  r*** *****  ta—  ta 
tay  haw  oradiHa  ha  it,  aad  I  oartaialy  would  aop*  that  ha 
would  coma  fltrwixd  at  tail  pwat  in  tinje.  Wa*ra  ftiui  to 
lanawo^Tlwauaa^lhaDaiiMwaato.aaYajatoadlathat. 
gmmCBBarrCmOMBOBD:  Aad  I  would  ajraa  with M. 
aataet. 

fwa.  AUONtaB  D»A*IATO:  Aad  Wall- sod  wwH  aaa  if- 
if  baa  a  erudihU  witaaal  aad  tfthara  *tt  adaatoaaj  faoa 


TBDKOPPXL:  Wa  1 

8am,AlJONOI^*MATOf  -tiut  wiU  go  fortfaar. 
VXD  MOtVWLi       itritnr,  waVa  1'**— ny  down  ta  our  lttt 


laBvAXFGNIXO'AUAYO:  Sort. 

TBD  UUJWCJLi     Lat  ma  poa*  thia  oaaatica,  flirt  to 

Saaator  Dodd  tad  taaa  taa  oama  quattiaB  to  Saoator 

D'Aavate.  Thia  loaa  raottaliat  tha  iadaBaadaat  oountal'i 

ojjajaon,  4oaa  it  aaaf 

Baa.   UlaUVrUMIBB  DODO:      Wall,   I  fthik  thtt 

oaftaJnly  ba/a  more  aaaaaldaaaj  today,  aad  paopla  ota 

thoaa  worda.  Thara'a  so  auaattoa  about  that.  Thar*  an 

separata  qMatfeaa  about  Mr.  Starr  aad  hia  owa  particular 

poootomo  with  a  «nfli«  af  iatorttt,  bat  ■"^irtH'f'f.  ha 

eartoiaty  mala,  Tm  eastala,  mora     mora  aaaauracad  today 

hartaaa  of  thia  datiiaiiwi  ta  Arkantat,  tlbort  an  ttrdrtly 

aavarata  mattar,  tad  TO  maka  that  patat  orur  aad  over 

train  hara.  an  aattealy  aaparata  mattar  a*om  Whitawattr. 

TED  EDPPtX;  Baaatar  PAawta,  tha  laat  90  atcoada  an 

yvura. 

ftwa.  AZJNWBS  TfAMATO:    CartaAiy  giro*  Talldity  ta 

hit  laqufry,  tad  I  think  It  aaiwan  a  lot  of  tha  chirgw  that 

hara   baaa  harlad   at  both  Mr.  Starr   aad—  tad  oar 

ootnmitto*. 

TJKD  3DPPEL:   Ssaatoi  Dodd,  Stastar  Q'Asuto,  thank 

you  bothvury  much  for  wmlag  la  to  lata. 

flan.  caSXSTOPKBaPOSD:  Thaakyou. 

Sen.  ALgQWCB  yaMATO:  Oood  btiaa  with  you. 

TEP  SOFPEL:  rn  b*  bask  m  a  momanc 

{Comnerclai  bnakj 
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SO  X07FKL;  Tomorrow  night  n  Eflgtifltm,  um  p«il* 
.y  tb*  rw»  to  prim*  mlristsT  of  I*r»*l  S  too  oIom  ta  c*Ii. 
'•H  briaf  ym  up-to^li»-«rfcBnrt«  rvflotta  In  en  aImUSA  thtt 
«n»  bdlra  mty  moap*  tfea  p«ao§  proem  In  th«  MWdl* 
iuL  TTutfi  tjauorrow  nifat  oa  Nl^htlla*. 

And  flat*  our  npore  ftr  toua«hS.  Vm  Tad  Soppai  la 
?a«Mngwii.  Tor  mU  o<u»  her*  at  ABC  Nwn,  gotd  ni^xt 
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HIGHLIGHT: 

The  opposite  of  White  House  hopes  occurred  in  yesterday's  Whitewater  verdicts. 
Damage  control  is  already  working  quickly  to  allay  the  damages,  but  the  GOP  has 
taken  aim  at  using  it  to  their  own  ends. 

BODY: 

JUDY  WOODRUFF,  Anchor:  The  president's  rapid- response  team  would  seem  to  have 
its  hands  full  today  after  the  guilty  verdicts  in  the  Whitewater  trial,  but  this 
damage-control  duty  is  especially  tricky  given  the  political  history  of  the  case 
and  criticism  of  the  way  the  Clintons  dealt  with  it  in  the  past. 

Our  Wolf  Blitzer  is  on  fall-out  watch  at  the  White  House. 

WOLF  BLITZER,  Senior  White  House  Correspondent:  For  President  Clinton  and  his 
aides,  Whitewater  has  always  been  a  dreaded  wild  card.   They  were  hoping  the 
Little  Rock  jury  would  deliver  not  guilty  verdicts,  throwing  a  potential 
knock-out  punch  at  independent  counsel  Kenneth  Starr's  investigation.   But  the 
opposite  has  occurred,  reviving  questions  about  everyone  involved,  including  the 
Clintons . 

On  this  day  after  the  bomb  shell,  Mr.  Clinton  was  trying  to  project  a 
business-as-usual  confidence,  meeting  with  educators  and  students  and  with 
Democratic  governors  who  emerged  to  defend  him. 

Gov.  HOWARD  DEAN  (D-VT) :  Since  this  really  didn't  have  anything  to  do  with  the 
president,  the  president's  testimony  was  net  relevant  to  their-  to  the  case. 

WOLF  3LITZER:  Trying  to  distance  the  president  from  the  verdicts,  the  White 
House  released  a  fact  sheet  with  quotes  frcm  several  jurors  who  said  they 
believed  Mr.  Clinton's  testimony.   Still,  Republicans  say  the  verdicts  raise 
serious  Questions  about  Mr.  Clinton. 
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Gov.  TOMMY  THOMPSON  (R-WI):  It's  going  to  be  a  very  important  issue.   It  goes  to 
character,  it  goes  to  reliability. 

MIKE  McCURRY,  White  House  Press  Secretary:  I  do  think  it's  not  surprising  that 
some  Republicans  are  attempting  to  make  partisan  political  gain  out  of  the  jurv 
verdict . 

WOLF  BLITZER:  But  some  Republican  strategists  say  presidential  candidate  Bob 
Dole  is  wise  to  stay  away  from  Whitewater. 

WILLIAM  KRISTOL,  Editor,  'The  National  Review':  I  think  if  he  addresses  it,  then 
it  does  become  political.   Now,  Ken  Starr  is  doing  the  Lord's  work,  or  at  least 
3ob  Dole's  work  here,  not-  that  those  aren't  his  motives. 

WOLF  BLITZER:  The  president  telephoned  convicted  Arkansas  Governor  Jim  Guy 
Tucker  to  express  his  sympathies.   Tucker,  found  guilty  on  two  of  seven  counts, 
has  announced  he  is  resigning. 

He  and  the  Clintons'  former  Whitewater  business  partners,  James  and  Susan 
McDougal,  are  but  the  latest  Arkansans  whose  fates  have  been  effected  by  Mr. 
Clinton's  election.   The  White  House  Deputy  Counsel  Vince  Foster  committed 
suicide  and  the  Associate  Attorney  General  Webster  Hubbell  [sp]  is  serving  a 
prison  sentence  for  falsifying  his  old  law  firm's  billing  records. 

All  that  is  a  source  of  personal  sadness  at  the  White  House,  but  there  is  a 
potentially  more  serious  nightmare  -  namely,  that  new  witnesses  may  now  step 
forward  with  possibly  damaging  evidence  against  the  president  and  first  lady  or 
that  someone  already  convicted  may  now  decide  to  cooperate  with  the  prosecutors 
to  get  a  reduced  prison  sentence. 

Wolf  Blitzer,  CNN,  the  White  House. 

Whitewater  Jurors  Do  Not  Fault  President  for  Testimony 

JUDY  WOODRUFF,  Anchor:  The  White  House  spin  on  yesterday's  verdict  includes 
juror  comments  touting  Mr.  Clinton's  credibility.   For  details  on  what  part  the 
president's  testimony  played  in  the  panel's  deliberation,  we  have  this  report 
from  national  correspondent  Gene  Randall. 

GENE  RANDALL,  Political  Correspondent!  Defense  lawyers  had  gambled  on  the 
president  -  and  lost.   He  was  their  star  witness  -  their  only  witness  other  than 
defendant  James  McDougal,  Mr.  Clinton's  one-time  business  partner.   The 
president's  videotape  testimony  was  meant  to  undermine  the  credibility  of  chief 
prosecution  witness  David  Hale.   Several  jurors  said  he  had  done  just  that. 

TRACY  PLEASANTS,  Whitewater  Juror:  I  just  felt  as  though  he  was  telling  the 
truth,  and  I  wasn't  so  sure  about  David  Hale. 

GENE  RANDALL:  Well,  then  why  the  guilty  verdicts,  especially  those  related  to 
the  illegal  loan  to  Susan  McDougal?   David  Hale  says  then-governor  Bill  Clinton 
pressured  him  to  make  that  loan. 

SANDY  WOOD,  Whitewater  Jury  Forewoman:  We  utilized  very  little  of  President 
Clinton's  testimony,  not  because  it  wasn't  credible,  but  because  it  just  didn't 
shed  a  light  on  the  transactions  that  we  were  looking  at. 
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GENE  RANDALL:  Jurors  say  it  was  the  mountain  of  documentary  evidence  that 
produced  the  guilty  verdicts. 

LAURA  MALAT,  Whitewater  Juror:  I  think  we  tried  -  to  the  excess,  maybe  even  -  cc 
make  sure  that  we  had  several  pieces  of  documentation,  several  testimonies, 
before  we  gave  our  verdict . 

GENE  RANDALL:  In  its  closing  argument,  the  prosecution  told  the  jury  it  was  not 
the  president  who  was  on  trial,  and  it  appears  Bill  Clinton's  credibility 
survived  this  jury  test.   One  juror,  Colin  Capp,  told  a  wire  service  the 
president  had  been  'magnificent.'  Another,  Tracy  Pleasants,  told  us  much  the 
same  thing. 

TRACY  PLEASANTS:  The  president's  credibility  was-  I  held  him  in  high  esteem  as 
far  as  credibility.   However,  he  was  simply  one  witness.   We  did  not  take  one 
witness'  testimony  and  make  a  decision  en  any  of  the  counts. 

GENE  RANDALL:  [on  camera]  There  may  soon  be  a  fresh  credibility  test  for 
President  Clinton.   Another  Whitewater  trial  is  scheduled  to  begin  in  three 
weeks,  and  he  has  once  again  been  requested  as  a  witness  for  the  defense. 

Judy? 

JUDY  WOODRUFF:  Gene,  what  about  political  fallout  from  the  trial  there  in 
Arkansas? 

GENE  RANDALL:  Well,  there  is  fallout.   As  you  know.  Democratic  Governor  Jim  Guy 
Tucker  was  convicted  yesterday  of  mail  fraud  and  conspiracy.   He  said  he  will 
resign.   He  will  be  replaced  by  his  Republican  lieutenant  governor,  Mike 
Huckabee .   The  wrinkle  here  -  Huckabee  is  a  candidate  for  the  U.S.  Senate,  for 
the  seat  being  given  up  by  Democrat  David  Pryor.   Huckabee  says  he  will  have  an 
announcement  tomorrow;  it  seems  clear  he  may  well  drop  out  of  the  Senate  race  to 
keep  what  he  will  soon  have,  the  executive  mansion  here  in  Little  Rock. 

JUDY  WOODRUFF:  All  right.   Gene  Randall  in  Little  Rock,  thanks  for  that  report. 

Dole  Mum  on  Whitewater  While  Stumping  California 

JUDY  WOODRUFF,  Anchor:  Whether  he  is  heeding  strategists'  advice  or  his  own 
political  instincts.  Bob  Dole  is  staying  mum  about  the  Whitewater  verdicts.   As 
our  Candy  Crowley  reports.  Dole  let  surrogates  do  the  talking  about  Whitewater 
while  he  talked  crime  in  California. 

CANDY  CROWLEY,  Capitol  Hill  Correspondent:  It  may  have  made  bicoastal  headlines, 
but  the  Whitewater  verdict  was  not  on  Bob  Dole's  Wednesday  agenda. 

Sen.  ROBERT  DOLE  (R-KS) ,  Presidential  Candidate:  Oh,  I  don't  know.   I  haven't 
commented  on  it,  and  don't  intend  to. 

CANDY  CROWLEY:  On  a  hit-and-run  campaign  swing  through  California,  Dole  stopped 
off  in  Southern  California  park  to  speak  in  praise  of  community  anti-gang 
efforts . 

Sen.  ROBERT  DOLE:  They  made  it  work,  because  they  got  tired  of  it.   They 
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wanted  their  children  Co  enjoy  the  parks,  not  the  criminals  enjoy  the  parks. 
They  weren't  built  for  criminals,  chey  were  buile  for  you. 

CANDY  CROWLEY:  Crime  is  che  focal  point  of  Dole's  current  trip  to  California, 
but,  in  fact,  this  Crip  out  West  has  a  single  overriding  message  -  Dole  is  here, 
not  for  the  first  time,  not  for  the  last. 

Sen.  ROBERT  DOLE:  We're  going  to  spend  a  lot  of  time  in  California.   We're 
serious  about  California  -  54  electoral  votes  in  the  Bob  Dole  column  in 
November.   Can't  beat  it. 

CANDY  CROWLEY:  Being  here  is  important  Co  California  Republicans,  a  sensitive 
lot  who  think  they  lost  a  number  of  local  seats  when  George  Bush  abandoned  the 
stace  months  ahead  of  the  election.   Ken  Kachigian,  a  former  Reagan  operative  in 
charge  of  Dole's  California  efforts,  says  step  one  is  showing  up. 

KEN  KACHIGIAN,  Dole  National  Senior  Adviser:  Then  step  number  two  is  to  have  an 
aggressive  campaign  defining-  we  have  to  redefine  President  Clinton,  we  have  to 
start  letting  people  get  exposed  to  Bob  Dole.  But  it's  a  long-  it's  a  big  hill, 
a  long  trip. 

CANDY  CROWLEY:  The  Dole  campaign  hopes  to  pick  up  support  on  three  main  issues 
at  the  heart  of  California  politics  -  crime,  border  patrol,  and  affirmative 
action.   Dole  has  already  said  he  supports  a  California  initiative  which  would 
dismantle  most  affirmative  action  programs,  a  stance  at  odds  with  Colin  Powell, 
who  often  makes  the  dream  team  list  of  most  Republicans  as  the  vice  presidential 
candidate . 

COLIN  POWELL:  There  are  those  who  do  not  understand  that  the  progress  we  have 

achieved  over  the  past  generation  must  be  continued  if  we  wish  to  bless  future 

generations.   And,  so,  Colin  Powell,  he  believes  in  affirmative  action.   I 
believe  it  has  been  good  for  America. 

CANDY  CROWLEY:  Dole  remains  unhelpful  about  his  search  for  a  running  mate  other 
than  to  say  he  wants  to  look  at  people  outside  politics,  too,  and  the  search 
team  is  headed  by  an  old  Kansas  friend  and  former  congressman,  Bob  Ellsworth. 
Dole  may  meet  with  the  team  this  weekend.   As  for  Whitewater,  Dole  will  let 
others  parse  the  politics.   As  Kachigian  put  it,  when  there's  a  freight  train 
coming  down  the  tracks,  it  doesn't  make  a  lot  of  sense  to  stand  in  the  way  of 
it. 

Candy  Crowley,  CNN,  with  the  Dole  campaign,  Redondo  Beach,  California. 

The  preceding  text  has  been  professionally  transcribed.   However,  although 
the  text  has  been  checked  against  an  audio  track,  in  order  to  meet  rigid 
distribution  and  transmission  deadlines,  it  has  not  yet  been  proofread  against 
videotape . 
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5AVID  HALS,  President,  CAPITAL  MANAGEMENT  SERVICES, 
INC.,  1910  North  Grant,  LiiSi*  sock,  Arkansas,  was  interviewed  in 
regard  to  his  connection,  with  JIM  MC  DCUGAL.  HALS  provided  the 
following  information  during  the  interview: 

HAL2  stated  that  he  operates  CAPITAL  MANAGEMENT  SERVICES 
aa  a  Small  3usLness  Investment  corporation  (SBIC) .   SBIC3  can  loan 
money  or  invest  in  small  businesses.  This  is  usually  a  situation 
wherein  the  people  involved  cannot  obtain  a  loan  it  a  normal 
financial  institution.   The  Small  Business  Administration  (S3A)        j 
loans  his  company  money  which  he  turns  around  and  loans  out.   The 
guidelines  do  not  allow  him  to  loan  money  for  less  than  43  months. 
CAPITAL  MANAGEMENT  SERVICES  obtained  their  license  from  SBA  on        I 
March  14,  1979.  HALE  stated  that  the  General  Accounting  Office-^" /^— ~N. 
(GAO)  audits  its  business  every  year.   He  further  advised  that  J"/     >, 
SBIC's  are  exempt  from  state  usury  laws.  The  guidelines  further!  X 
restrict  him  wherein  his  company  is  not  allowed  to  own  more  than  V     J 
49%  of  any  company  as  an  investment.  The  most  he  can  lend  to  an£  N^^/ 
one  person  or  entity  is  30%  of  his  total  private  paid-in  capital'?   ^ 
However,  he  can  make  additional  capital  contributions  at  any  time — 

Hale  stated  that  he  recalled  making  a  $300,000  loan  to 
SUSAN  MC  DCUGAL,  doing  business  as  MASTER  MAKXETING.   Ke  had  been 
dealing  with  JIM  MC  DCUGAL  previously  on  seme  items  and  recalled 
telling  JIM  MC  DOUGAL  that  he  had  some  money  he  wanted  to  lend. 
KALE  offered  to  lend  MC  DCUGAL  some  as  a  tie-in  with  soma  of 
MADISON  GUARANTY  SAVINCS  AND  LOAN  ventures.   KALE  recalled  that 
later  on  MC  DOUGAL  mentioned  to  him  that  his  wife,  SUSAN,  needed 
some  money  for  a  business.  He  recalled  having  an  additional 
discussion  with  JIM  MC  DOUGAL  regarding  this  in  February,  1986. 
In  March,  1936.  SUSAN  brought  seme  documents  to  his  office  which 
included  the  personal  financial  statement  o£  JIM  and  SUSAN 
MC  DOUGAL,  and  the  financial  statement  of  madiscn  guaranty  savings 
AND  LCAN-   SUSAN  told  I-IALE  that  she  was  going  to  use  the  money  to 
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promote  MAD1SCN  GUARANTY  and  seme  new  land  development.   She 
offered  KALE  a  mortgage  on  some  property  which  was  located  near 
CASTLE  GRANDE.   The  MC  DCUGALs  personally  guaranteed  this  loan. 
HALE  stated  that  ho  declined  the  mortgage  which  SUSAN  offered  en 
the  property  because  SBA  viewed  this  type  of  thing  more  favorable 
when  it  la  made  en  an  unsecured  basis.  "hale  stated  that  the  loan 
he  made  SUSAN  was  for  five  years  and  the  loan  currently  is  in 
default.   He  has  sued  the  MC  DCUGALa  and  obtained  judgement.   He 
has  obtained  a  second  lien  on  their  stock.  This  occurred  in 
April.  19  87.   He  was  able  to  do  this  because,  although  he  declined 
the  mortgage,  he  did  ask  for  some  additional  security  and  SUSAN 
offered  him  a  second  mortgage  on  the  stock  which  they  had  in 
MADISON  GUARANTY.   KALE  recalled  that  SUSAN  wes  unable  to  make  the 
Interest  payments  at  one  point  and,  when  he  called  her  and  jim 
MC  DOUGAL  in  either  February  or  March,  19  87,  he  recalled  them 
saying  they  needed  an  extension. 

KALE  stated  he  knows  an  individual  by  the  name  of  DEAN 
PAUL.   Ke  met  PAUL  through  the  Jaycees  in  the  early  19  70' s.   He 
was  PAUL'S  attorney  when  PAUL  was  in  the  coal  business  and  he  did 
recall  making  some  leans  to  a  compeny  PAUL  was  involved  in  by  the 
name  of  YELL  FORESTRY  PRODUCTS  in  the  early  1960's.   KALE  stated 
that  ySLL  FORESTRY  PRODUCTS  still  owes  him  aporoximatsiy 
5150,000.00. 

HALE  stated  that  he  recalls  being  involved  in  a  business 
called  AMERICAN  MANUFACTURING  CCRFCRATION  (AMC) .   He  recalled  that 
ALLEN  DISHONGH  discussed  becoming  involved  in  this  investment. 
AMC  was  involved  In  the  calling  fan  and  gas  grill  business.   The 
STEPHENS'  and  MCCHTAR  RIADY  wanted  to  get  into  the  lmDort 
business  .   UNITED  PACIFIC  TRADING  would  finance  the  purchase  of 
tnase  fans  which  were  built  in  Taiwan  and  AMC  would  then  warehouse 
the  fans  once  they  were  brought  in  this  country.   HALE  stated  that 
STEPHENS  later  pulled  out  of'this  venture  and  AMC  lost  a  lot  of 
money.   AMC  had  already  leased  warehouse  space  and  they  actually 
sold  seme  of  the  fans.   HALE  stated  that  DISHONGH  never  bought  any 
stock  in  AMC  but,  at  one  time,  he  thouoht  he  would.   HALE  further 
recalled  putting  DISHONGH  in  touch  with  JIM  MC  DCUGAL  in  regard  to 
obtaining  a  loan;  however,  he  did  not  know  that  DISHONGH  had 
listed  AMC  stock  en  his  financial  statement  until  everything  went 
bed. 
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HALE  recalled  JIM  MC  DCUGAL  trying  to  sell  entity  called 
CASTLE  SEWER  AND  WATER.   MC  DOUGAL  had  gotten  JIM  GU!J  TUCKER  and 
R.  D.  RANDOLPH  involved  i-i  this  deal.   HALE  had  seme  additional 
business  dealings  with  TUCKER  and  recalled  TUCKER  visiting  with 
him  about  this  venture.   TUCKER  told  HALS  that  they  would  check 
this  ou$. voxy   thorouchiy  and  ho  recalled  that  he  and  TUCKER  did  a 
lot  .o_f~  work  vuxn  an  engineer  icoking  at  this  particular  piece  of 
property'"  ft  waTT&LE's  recollection  that  the  reDlacsment  cost  on 
this  prooerty  was  S2.5  million  and  that  MC  DOUGAL  woa  trying  to 
sell  it  for  SI. 5  million.   Additionally,  MC  DCUGAL  guaranteed  a 
certain  number  of  hookups  from  the  CASTLE  GRANDE  development  which 
made  this  appee*  cd  oe  a  worthwhile  investxant  for  TUCK2R.,and 
RANDOLPH.   There  was  also  a  possibility  the  'sewer  and  water 
company  would  be  providing  water  services  to  the  city  of 
wrlghtsville..   HALE  did  eventually  provide  a  loan  to  TUCKER  and 
R/irtvDl<:jii  in  "tne  amount  of  5150,000.00.   HALE  stated  that  no  one 
aver  told  him  why  MADISON  GUARANTY  could  net  finance  100%  of  the 
SI. 5  million  purchase  price. 

In  regard  to  some  additional  dealings  he  had  with  DEAN 
PAUL,  HALE  advised  that  PAUL  had  been  wanting  to  buy  240  acres 
which  was  located  off  Woodson  Lateral  Road  for  several  years. 
HALE  recalled  that  he  told  PAUL  that  ha  would  sell  him  the  240 
acres  end  a  restaurant  known  as  ETTA'S  PLACE  and  an  adjacent  lot 
If  it  could  be  done  wherein  KALE  could  make  $500,000  on  the 
transaction.   He  subsequently  did  sell  this  property  to  PAUL  and 
the  $500,000.00  which  he  mode  he  then  cut  into  e  Certificate  of 
CeDCSit  (CD)  at  PSCPL2S  BANK  at  Russellville.   The  $150,000.00 
which  HALS  loaned  to  TUCKER  and  RANDOLPH  was  from  a  different  CD 
which  he  can  document.   HALS  stated  that  ha  C3r.nct  loan  money  from 
a  new  capital  contribution  in  the  SBIC  until  he  has  received 
approval" for  this  from  SSA.   The  loan  which  he  made  to  TUCXER  and. 
RANDOLPH  had  nothing  to  do  with  the  land  sale  to  DEAN  PAUL.   HAr.2 
advised  that  the  reason  for  his  wanting  to  do  this  sale  for  PAUL 
was  that  he  was  selling  seme  property  and  putting  things  la  his 
wife's  name  as  a  tax  planning" vehicle  because  of  his  own  bad 
health. 
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AFFIDAVIT  OF     JOSEPH  (  MIKE)     NARISI 

I,  Joseph  (  Mike)  Narisi,  hereby  depose  and  say: 

1.  In  1993  I  worked  as  a  free-lance  video  cameraman  in  Little  Rock, 
Arkansas. 

2.  In  November  1993  , 1  was  hired  by  NEC  News  to  shoot  videotape 
for  a  news  feature  on  u  Whitewater"  and  David  Hale. 

3.  On  November  4,  1993, 1  met  NBC  News  producer  Ira  Silverman 
and  David  Bossie  at  the  law  office  of  Randy  Coleman  in  little  Rock,  for  an 
on  camera  interview  of  David  Hale. 

4.  While  I  was  at  Coleman's  law  office,  Bossie  greeted  employees  of 
the  office  by  their  first  names  and  appeared  to  be  weil-aquainted  with 
Coleman  and  the  employees  at  Coleman's  law  office. 

5.  Bossie  consulted  with  Hale  and  Coleman  before  the  taping  of  the 
interview  began,  was  present  throughout  the  interview  ,  and  prompted 
Hale  during  the  videotaping  of  the  interview ,  Bossie  conferred  with  Hale 
and  Silverman  about  the  subject  matter  to  be  covered  in  the  interview. 

6.  On  the  same  day  as  the  interview  in  Coleman's  office  ,  I 
accompanied  Silverman  and  Bossie  to  the  law  office  of  Sheffield  Nelson, 
which  was  in  the  same  building  as  Coleman's  office,  to  shoot  videotape  of 
Whitewater-related  documents.  While  in  Nelson's  office,  Bossie  greeted 
employees  by  their  first  names  and  appeared  to  be  well-acquainted  with 
them. 

7.  On  November  6, 1993, 1  flew  to  Flippin  ,  Arkansas  with  Ira 
Silverman  and  David  Bossie  to  videotape  aerials  of  the  Whitewater 
property  for  NBC  Nightly  News  with  Tom  Brokaw. 

8.  On  January  14,  1994, 1  accompanied  Silverman  and  3ossie  to 
Fayetteville,  Arkansas,  to  seek  to  obtain  an  on-camera  interview  of 
Beverly  Bassett  Schaffer.  (  Silverman  and  Bossie  traveled  together  in  a 
separate  car.) 
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9.  While  parked  in  front  of  Beverly  Bassett  Schaffer's  father's  law 
office,  Bossie  told  me  that  CBS  News  had  attempted  to  interview  a  lawyer 
who  represented  Arkansas  State  Troopers  who  had  served  in  Governor 
Clinton's  security  detail,  Bossie  said  he  had  instructed  the  lawyer  for  the 
State  Troopers  not  to  provide  an  interview  to  CBS  News. 


Further  affiant  sayeth  not: 


U      Joseph  (Mike  )  Narisi 


(  Notarize  Here) 

Vii^y  FULASKI  CCVrJTY 
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DAVID  HALE  INTERVIEW  NBC  (2  of  -i)  3 

NBC:      Ar.d  the  schemes  involving  these  two  entities  -- 

NBC:      --  reached  the  White  House? 

HALE:     Yes,  sir. 

N3C :      That's  what  you  told  your  lawyer? 

HALE:  Yes,  sir.  Went  to  the  President  and  his  wife, 
and  the  involvement  of  the  Attorney  General  cf 
the  United  States,  Webster  Hubbell. 

NEC:      Deputy  Attorney  General? 

HALE:     Yes,  sir.   Now,  when  we  reviewed  these  files 

and  he  questioned  me  regarding  my  knowledge,  he 
went  back  to  the  U.S.  Attorney's  Office  in  an 
effort  to  attempt  to  negotiate  something  on  my 
behalf,  and  he  --  the  first  thing  he  did,  he 
went  back  to  the  U.S.  Attorney,  Fletcher 
Jackson,  and  said,  "Fletcher,  do  you  know  that 
there  are  some  very,  very  high  profile 
political  figures  involved  in  all  this?"   And 
Fletcher's  answer  to  him  was,  "We  know  that 
Clinton  and  Tucker  were  involved,  but  I've  got 
eight  more  years  to  retirement,  and  I'm  not 
going  to  get  involved." 

NBC:      This  is  what  an  assistant  U.S.  Attorney  said  to 
your  lawyer? 

HALS:     That  is  correct. 


PETRS'S    STENOGRAPH    SERVICE 
(501)    376-1411 


563 


NBC:      According  :o  your  lawyer? 

HALE  :     Thac ' s  correct  . 

N3C :      And  chat  was  said  :c  you? 

HALE:     Thac  is  correct:  .   My  lawyer  further,  in  August, 
further  in  August,  offered  this,  he  said,  "Here 
is  a  little  guy,  David  Hale,  with  a  little 
S3IC,  has  extreme  amount  of  documents  and 
knowledge  about  those  things  that  went  on  at 
Madison  Guaranty  Savings  &  Loan  that  helped 
cause  its  failure."   They  said,  "We  are  not 
interested."   Now,  two  weeks  ago,  these  are  the 
very  same  things  that  two  weeks  ago  thac  the 
R.T.C.  referred  to  this  office  down  here  for 
further  investigation.   They  had  cold  us  in 
Augusc  chat  they  weren't  inceresced  and  didn't 
want  to  investigate,  ic . 

NBC:      So  the  people  understand,  siccing  here  coday, 
do  you  hold  yourself  blameless  for  whac  ail 
wenc  on? 

HALE:     No,  sir,  no,  sir. 

NBC:       You  don' c? 

HALE:     No,  sir,  I  don'c. 

NBC:      You  are  in  Che  soup? 

HALE:     I'm  in  Che  soup. 

NBC:      You  are  in  Che  soup,  you  are  under 
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mcictnient    -- 

HALE:  Yes,     sir. 

NBC:      --  but  you  are  not  complaining? 

HALE:     No,  sir. 

NBC:  The   government    was    onto    something? 

HALE:  Yes,     sir. 

N3C  •.      So,  they  are  onto  some  of  your  behavior? 

HALE:     Yes,  sir. 

N3C :      3ut  you  feel  that  whatever  happened  was  net 
just  David  Hale? 

HALE:     Right.   And  the  situation  is  this,  there  is  no 
way  you  have  --  ycu  have  --  once  again,  ycu 
have  the  sitting  Governor,  you  have  the 
President  of  the  United  States,  you  have  his 
wife,  and  you  have  the  father-in-law  of  the 
Deputy  United  States  Attorney  General,  and  he, 
himself . 

NBC:      Involved  in  this? 

HALE:     Involved.   And  here  I  am,  do  you  think  there  is 
any  way  in  the  world  that  the  U.S.  Attorney 
over  here,  who  has  served,  was  appointed  by 
President  Clinton,  serves  at  his  will,  was  a 
class  --  was  a  student  of  Hillary's,  was  a 
student  of  his,  has  been  appointed  by  him  on 
several  occasions,  her  husband  was  accointed  to 
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a  scars  position  by  Governor  Clinton,  and  new 
serves  a;  Che  will  of  Governor  Tucker. 

NBC:      And  you  are  offering  ;o  cooperate? 

HALE:     I  had  offered  co  cooperace  . 

NBC:      Your  lawyer  has  informed  the  U.S.  Attorney's 
Office  you  do  want  to  cooperate? 

HALE:     Yes,  sir.   And  we  have  been  advised  --  we  have 
been  advised  --  now 

NBC:      And  he  said,  "Thank  you  very  much,  we  are  not 
interested" ? 

HALE:     "We  are  not  interested."   And  we  were  --  and  my 
lawyer  also  wrote  them  a  letter,  because  of  all 
these  inter-relationships  between  the  U.S. 
Attorney  and  members  of  her  staff  and  the 
people  that  are  involved,  that  he  felt  that 
there  was  a  sincere  conflict  and  this  office 
ought  to  step  aside  in  order  that  I  could  get  a 
fair  trial .   He  is  not  saying  anything  about 
these  people  being  bad  people  or  anything,  it 
is  just  simply  human  nature. 

NBC:       Yes. 

HALE:     You  are  working  for  somebody. 

N3C:      This  is  the  first  time  that  you  have  agreed  to 
sit  down  in  that  chair  -- 

HALE:     Yes,  sir. 
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U.S.  Departmen       '  Justice 
Office  of  the  Independent  Counsel 


Liccle   Rock,    Arkansas 


March  19,    1994 

Randy  Coleman,  Esq. 

Skokos   &   Coleman,    P.  A.  U.S.  DttTWCT  COURT 

smte  3200  tAtranomiKT(^SumiM 

4  25  West  Capital  Bill Cfk       ■"■*■ 

Little   Rock,    Arkansas    72201-3439  «  ILcD 

«em  court 


Dear  Mr.    Coleman: 


Re:    David   L,.    Hale  ^  ^Afrfi 


'6-23.?$ 


On  the  understandings  specified  below,  the  Office  of 
the  Independent  Counsel  ("this  Office")  will  accept  a  guilty  plea 
from  David  L.  Hale  to  a  criminal  information  charging  him  with 
violations  of  (1)  Title  18,  United  States  Code,  Section  371,  and 
(2)  Title  18,  United  States  Code,  Sections  1341  and  2.   These 
charges  each  carry  a  maximum  sentence  of  five  years' 
imprisonment,  a  maximum  term  of  three  years'  supervised  release, 
a  maximum  fine  of  the  greatest  of  §250,000,  twice  the  gross  gain, 
or  twice  the  gross  loss,  and  a  mandatory  $100  special  assessment. 
The  total  maximum  sentence  of  incarceration  on  both  counts  is  10 
years'  imprisonment. 

If  David  L.  Hale  fully  complies  with  the  understandings 
specified  in  this  Agreement,  he  will  not  be  further  prosecuted 
for  any  crimes  related  to  his  participation  in  the  conduct  of  the 
affairs  of  Capital  .Management  Services,  Inc.,  Diversified 
Capital,  Inc.,  and  Madison  Guaranty  Savings  and  Loan,  and  any 
other  crimes,  to  the  extent  David  L.  Hale  has  disclosed  such 
criminal  activity  to  this  Office  as  of  the  date  of  this 
Agreement. 

The  understandings  are  that  David  L.  Hale  shall 
truthfully  disclose  all  information  with  respect  to  the 
activities  of  himself  and  others  concerning  all  matters  about 
which  this  Office  inquires  of  him,  shall  cooperate  fully  with 
this  Office,  the  Federal  Bureau  of  Investigation  and  any  other 
law  enforcement  agency  so  designated  by  this  Office,  shall  attend 
all  meetings  at  which  his  presence  is  requested  with  respect  to 
the  matters  about  which  this  Office  inquires  of  him,  and  further, 
shall  truthfully  testify  before  the  grand  jury  and/or  at  any 
trial  or  other  court  proceeding  with  respect  to  any  natters  about 
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which  this  Office  may  request  his  testimony.   Any  assistance 
David  L.  Hale  may  provide  to  federal  criminal  investigators  shall 
be  pursuant  to  the  specific  instructions  and  control  of  this 
Office  and  those  investigators.   This  obligation  of  truthful 
disclosure  includes  an  obligation  upon  David  L.  Hale  to  provide 
to  this  Office,  upon  request,  any  document,  record  or  other 
tangible  evidence  relating  to  matters  about  which  this  Office  or 
any  designated  law  enforcement  agency  inquires  of  him. 

It  is  further  understood  that  the  sentence  to  be 
imposed  upon  David  L.  Hale  is  within  the  sole  discretion  of  the 
sentencing  judge.   This  Office  cannot  and  does  not  make  any 
promise  or  representation  as  to  what  sentence  David  L.  Hale  will 
receive.   However,  this  Office  will  inform  the  sentencing  judge 
and  the  Probation  Department  of  (1)  this  Agreement;  (2)  the 
nature  and  extent  of  David  L.  Hale's  activities  with  respect  to 
this  case;  (3)  the  nature  and  extent  of  any  and  all  other 
activities  of  David  L.  Hale  which  this  Office  deems  relevant  to 
sentencing;  and  (4)  the  full  nature  and  extent  of  David  L.  Hale's 
cooperation  with  this  Office  and  the  date  when  such  cooperation 
commenced.   In  so  doing,  this  Office  will  use  any  and  all 
information  it  deems  relevant,  including  information  and 
statements  provided  by  David  L.  Hale  both  prior  to  and  subsequent 
to  the  signing  of  this  Agreement.   In  addition,  if  it  is 
determined  by  this  Office  that  David  L.  Hale  has  provided 
substantial  assistance  in  an  investigation  or  prosecution,  and  if 
David  L.  Hale  has  otherwise  complied  with  the  terms  of  this 
Agreement,  this  Office  will  file  a  motion,  pursuant  to  Section 
5K1.1  of  the  Sentencing  Guidelines,  advising  the  sentencing  judge 
of  all  relevant  facts  pertaining  to  that  determination  and 
requesting  the  Court  to  sentence  David  L.  Hale  in  light  of  the 
factors  set  forth  in  Section  5K1. 1(a) ( l)-( 5) . 

It  is  understood  that,  even  if  such  a  motion  is  filed, 
the  sentence  to  be  imposed  on  David  L.  Hale  remains  within-  the 
sole  discretion  of  the  sentencing  judge.   Furthermore,  this  -• 
Office  retains  the  right  to  present  to  the  sentencing  judge  and 
Probation  Department,  either  orally  or  in  writing,  any  and  all 
facts  and  arguments  relevant  to  sentencing.   It  is  further 
understood  that  this  Agreement  in  no  way  affects  or  limits  this 
Office's  right  to  respond  to  and  take  positions  on  post- 
sentencing  motions  or  requests  for  information  which  relate  to 
reduction  or  modification  of  sentence. 

It  is  further  understood  that  David  L.  Hale  must  at  all 
times  give  complete,  truthful,  and  accurate  information  and 
testimony  and  must  not  commit  any  further  crimes  whatsoever. 
Should  David  L.  Hale  commit  any  further  crimes  or  should  it  be 
determined  that  he  has  given  false,  incomplete,  or  misleading 
testimony  or  information,  or  should  he  otherwise  violate  any 
provisions  of  this  Agreement,  David  L.  Hale  shall  thereafter  be 
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subject  to  prosecution  for  any  federal  criminal  violation  of 
which  this  Office  has  knowledge,  including,  but  not  limited  to, 
perjury  and  obstruction  of  justice.   Any  such  prosecutions  may  be 
premised  upon  any  information  and  statements  provided  by  David  L. 
Hale  both  prior  to  and  subsequent  to  the  signing  of  this 
agreement.   Moreover,  any  such  prosecutions  that  are  not  time- 
barred  by  the  applicable  statute  of  limitations  on  the  date  of 
the  signing  of  this  Agreement  may  be  commenced  against  David  L. 
Hale  in  accordance  with  this  Agreement,  notwithstanding  the 
expiration  of  the  statute  of  limitations  between  the  signing  of 
this  Agreement  and  the  commencement  of  any  such  prosecutions.   It 
is  the  intent  of  this  Agreement  to  waive  any  and  all  defenses 
based  on  the  statute  of  limitations  with  respect  to  any 
prosecutions  which  are  not  time-barred  on  the  date  this  Agreement 
is  signed. 

Furthermore ,  it  is  agreed  that  in  the  event  that  it  is 
determined  that  David  L.  Hale  has  violated  any  provision  of  this 
Agreement,  (i)  all  statements  made  by  David  L.  Hale  to  this 
Office  or  other  designated  law  enforcement  agents,  or  any  other 
testimony  given  by  David  L.  Hale  before  a  grand  jury  or  other 
tribunal,  whether  prior  to  or  subsequent  to  this  Agreement,  or 
any  leads  from  such  statements  or  testimony,  shall  be  admissible 
in  evidence  in  any  and  all  criminal  proceedings  hereafter  brought 
against  David  L.  Hale  and  (ii)  David  L.  Hale  shall  assert  no 
claim  under  the  United  States  Constitution,  any  statute,  Rule 
11(e)(6)  of  the  Federal  Rules  of  Criminal  Procedure,  Rule  410  of 
the  Federal  Rules  of  Evidence,  or  any  other  federal  rule,  that 
statements  made  by  him  prior  to  or  subsequent  to  this  Agreement, 
or  any  leads  therefrom,  should  be  suppressed.   It  is  the  intent 
of  this  Agreement  to  waive  any  and  all  rights  in  the  foregoing 
respects. 

It  is  further  understood  that  this  Office  agrees  to 
take  steps  that  the  Office  determines  to  be  appropriate  to  assist 
David  L.  Hale  in  maintaining  his  privacy  interests. 
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With  respect  to  this  natter,  this  Agreement  supersedes 
all  orior  if  any,  understandings,  promises  and/or  conditions 
between  this  Office  and  David  L.  Hale.   No  additional  promises, 
aareements,  and  conditions  have  been  entered  into  other  than 
those  set  forth  in  this  letter  and  none  will  be  entered  into 
unless  in  writing  and  signed  by  all  parties. 


ilU^sJL, 


RUSTY  HARDIN 
Associate  Counsel 


DENIS  J.  iiCINERNEY 
Associate  counsel 


AGREED  AND  CONSENTED  TO: 


David  hi    Hale 
APPROVED : 


Randy  Coleman,  Esq. 
Attorney  for  David  L.  Hale 


TV 


DATE 
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14 


THE  COURT:   All  right.   Thank  you. 

The  Court  finds  that  Mr.  Hale  is  competent  to 
go  forward  with  the  plea. 

Now,  Mr.  Hale,  since  you  are  now  under  oath  let 
me  caution  you  if  you  were  to  make  any  false  statement 
to  me  during  these  proceedings  this  morning  that  could 
be  used  against  you  in  later  proceedings  for  perjury  or 
false  statement. 

Now,  if  you  plead  guilty  do  you  understand  you 
have  to  waive  your  right  not  to  incriminate  yourself 
because  I  will  ask  you  questions  about  what  you  did  in 
order  to  satisfy  myself  that  you  are  in  fact  guilty  and 
you  would  have  to  acknowledge  your  guilt.   Do  you 
understand  that? 

MR. HALE:  Yes,  sir. 

THE  COURT:  All  right.  Let  me  ask  you  a  couple 
of  questions  regarding  your  representation  by  Mr. 
Coleman.  Is  Mr.  Coleman  retained  by  you  or  appointed  by 
the  Court? 

MR. HALE:  Retained  by  me,  sir. 

THE  COURT:   Are  you  fully  satisfied  with  his 
representation? 

MR.  HALE:  Yes,  sir. 

THE  COURT:   Do  you  think  there  is  anything  he 
should  have  done  that  he  did  not  do? 


Carolyn  S .  Fant 
United  States  Court  Reporter 
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1  on  behalf  of  Independent:  Counsel. 

2  MR.  EWING:   Your  Honor,  we  have  filed  a  motion  for  a 

3  downward  departure  under  Section  5K1.1  of  the  Sentencing 

4  Guidelines.   I  will  address  a  couple  of  general  remarks,  and 

5  then  I  will  call  on  Mr.  Bob  Fiske,  who  was  the  original 

6  Independent  Counsel,  to  address  this,  and  then  to  Mr.  Starr. 

7  Your  Honor,  we  have  put  in  our  written  motion  that  the 

8  government  does  recommend  a  downward  departure.   When  Mr.  Hale 

9  pled  guilty,  that  was  an  agreement  that  Mr.  Fiske  will  speak 

10  to.   But  I  point  out,  Your  Honor,  that  under  the  Sentencing 

11  Guidelines,  Your  Honor  has  stated  what  is  in  the  Presentence 

12  Report,  but  the  Sentencing  Guidelines  does  recognize  this 

13  matter  of  substantial  assistance  to  the  authorities,  and  it 

14  states  upon  motion  for  the  government,  of  the  government, 

15  stating  the  defendant  has  provided  substantial  assistance  in 

16  the  investigation  or  prosecution  of  another  person,  the  Court 

17  may  depart  from  the  guidelines. 

18  The  appropriate  reduction,  of  course,  Your  Honor,  is  up  to 

19  you.   But  the  Guidelines  themselves  state  that  there  should  be 

20  certain  considerations,  one  of  which  is  "...  the  court's 

21  evaluation  of  the  significance  and  usefulness  of  the 

22  defendant's  assistance,  taking  into  consideration  the 

23  government's  evaluation  of  the  assistance  rendered".   The 

24  commentary  states:   "Substantial  weight  should  be  given  to  the 

25  government's  evaluation  of  the  extent  of  the  defendant's 

Eugenie  M.  Power 
United  States  Court  Reporter 
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IN  THE  UNITED  STATES  DISTRICT  COURT 

EASTERN  DISTRICT  OF  ARKANSAS 

WESTERN  DIVISION 


UNITED  STATES  OF  AMERICA 

v. 
DAVID  L.  HALE 


LR-CR-93-147 


SUPERSEDING  INFORMATION 
THE  INDEPENDENT  COUNSEL  CHARGES: 

COUNT  ONE 
Introduction 
1.    At  all  times  relevant  to  this  Information: 

(a)  The  Small  Business  Administration  ("SBA")  was 
an  agency  of  the  United  States  Government  with  responsibility  for 
providing  financial  assistance  to  small  business  investment 
companies  ("SBICs")  in  order  to  aid  SBICs  in  lending  money  to 
small  business  concerns.   Under  the  rules  governing  the  SBA,  it 
can  loan  an  SBIC  as  much  as  three  to  four  dollars  for  every 
dollar  of  capital  received  by  an  SBIC  ("paid-in-capital")  .."  '_, 

(b)  Capital  Management  Services,  Inc.  ("CMS")  was 
a  privately  owned  SBIC  located  in  Little  Rock,  Arkansas,  which 
specialized  in  making  loans  to  what  were  represented  to  be 
socially  or  economically  disadvantaged  small  business  concerns. 

(c)  Defendant  DAVID  L.  HALE  was  an  owner  and  the   I 
President  of  CMS. 

U.S.  DISTRICT  COURT 
EASTERN  DISTRICT  Of  AJUCANSAi 

FILED 

IN  OPEN  COUHT 
JAMES  W.  McCORMACJC.  CLERK 

BY.  ^0£)£ 


oeputycuhk  u-^-^-qcl 
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The  Conspiracy 

2.  From  in  or  abouC  September  1988,  up  to  and 
including  in  or  about  March  1989,  in  the  Eastern  District  of 
Arkansas  and  elsewhere,  the  defendant  DAVID  L.  HALE,  and  others 
known  and  unknown,  unlawfully,  willfully  and  knowingly  did 
combine,  conspire,  confederate,  and  agree  together  and  with  each 
other,  to  defraud  the  United  States,  and  its  agency,  namely  the 
SBA. 

The  Purpose  of  the  Conspiracy 

3 .  The  purpose  of  the  conspiracy  was  to  obtain  money 
and  property  from  the  SBA  by  means  of  false  and  fraudulent 
pretenses,  representations  and  promises  concerning  the  paid-in- 
capital  of  CMS  and  the  status  of  certain  loans  on  the  books  of 
CMS. 

Manner  and  Means  of  the  Conspiracy 

4.  It  was  part  of  the  conspiracy  that  defendant  DAVID 
L.  HALE,  with  others  known  and  unknown,  would  and  did  by  deceit, 
craft,  trickery  and  dishonest  means,  defraud  the  United  States 
and  its  agency,  the  SBA,  in  that  defendant  DAVID  L.  HALE,  with., 
others  known  and  unknown,  knowing  that  the  amount  of  paid-in- 
capital  of  CMS  and  status  of  loans  on  the  books  of  CMS  would 
influence  the  SBA  to  provide  financial  assistance  to  CMS,  would 
and  did  fraudulently  and  falsely  inflate  the  amount  of  the  paid- 
in-capital  of  CMS  and  misrepresent  the  true  status  of  certain 
loans  on  the  books  of  CMS . 

5.  It  was  a  further  part  of  the  conspiracy  that  on  or 
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about  November  3,  1988,  defendant  DAVID  L.  HALE,  with  others 
known  and  unknown,  would  and  did  cause  $800,000  to  be  transferred 
from  certain  accounts  at  Prudential-Bache,  $400,000  of  which 
would  eventually  be  transferred  to  a  savings  account  of  CMS. 

6  .    It  was  a  further  part  of  the  conspiracy  that  on  or 
about  November  4,  1988,  defendant  DAVID  L.  HALE,  with  others 
known  and  unknown,  would  and  did  cause  CMS  to  receive  the 
remaining  $400,000  by  way  of  cashier's  checks  purportedly  in 
payment  of  certain  delinquent  loans  previously  extended  by  CMS. 

7.  It  was  a  further  part  of  the  conspiracy  that  on  or 
about  November  4,  1988,  the  defendant  DAVID  L.  HALE  would  and  did 
falsely  represent  to  the  SBA  that  $400,000  had  been  invested  into 
CMS,  as  evidenced  by  $400,000  reflected  in  the  CMS  account,  and 
that  on  the  basis  of  the  new  private  paid-in-capital  CMS  would 
and  did  then  apply  for  financing  from  the  SBA  in  the  amount  of 
$900,000,  and  that  in  connection  with  said  application  defendant 
DAVID  L.  HALE  would  and  did  also  make  false  representations 
concerning  the  payment  status  of  certain  loans  to  entities 
through  which  the  remaining  $400,000  was  passed.         - 

8.  It  was  a  further  part  of  the  conspiracy  that  in  or 
about  November,  1988,  defendant  DAVID  L.  HALE,  with  others  known 
and  unknown,  would  and  did  cause  CMS  to  transfer  through  several 
other  separate  entities  the  $800,000,  referred  to  in  paragraphs  5 
through  7  above,  back  to  the  accounts  at  Prudential-Bache  from 
which  the  money  originally  had  been  transferred. 

9.  It  was  a  further  part  of  the  conspiracy  that  on  or 
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about  March  1,  1989,  defendant  DAVID  L.  HALE,  with  others  known 
and  unknown,  would  and  did  cause  $275,000  to  be  transferred  from 
certain  accounts  at  Prudential-Bache,  of  which  $265,000  was 
transferred  through  various  entities  to  CMS  to  make  it  appear  as 
though  those  entities  were  making  payments  on  delinquent  loans 
with  CMS. 

10.  It  was  a  further  part  of  the  conspiracy  that  on  or 
about  March  3,  1989,  defendant  DAVID  L.  HALE,  with  others  known 
and  unknown,  would  and  did  cause  CMS  to  transfer  through  a 
separate  entity  the  $275,000,  referred  to  in  paragraph -9  above, 
back  to  the  account  at  Prudential-Bache  from  which  the  money 
originally  had  been  transferred. 

11.  It  was  a  further  part  of  the  conspiracy  that  on  or 
about  March  13,  1989,  defendant  DAVID  L.  HALE  would  and  did  make 
false  representations  to  the  SBA  in  connection  with  CMS's 
application  to  the  SBA  for  financing,  concerning  the  payment 
status  of  certain  loans . 

12.  It  was  a  further  part  of  the  conspiracy  that  CMS 
would  and  did  receive  $900,000  in  funding  from  the  SBA  as  a  — 
result  of  the  actions  described  in  paragraphs  4  through  11  above, 
which  funding  was  granted  to  CMS  on  March  21,  1989. 

Overt  Acta 

13 .  In  furtherance  of  the  conspiracy,  and  to  effect 
the  objects  thereof,  the  following  overt  acts,  among  others,  were 
committed  in  the  Eastern  District  of  Arkansas  and  elsewhere: 

a.    In  or  about  SeDtember,  1988,  defendant  DAVID 
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L.  HALE  had  a  meeting  with  CHARLES.  MATTHEWS  and  a  Prudential- 
Bache  client  of  CHARLES  MATTHEWS; 

b.  In  or  about  October,  1988,  EUGENE  FITZHUGH 
opened  an  account  at  Prudential -Bache; 

c.  On  or  about  November  4,  1988,  defendant  DAVID 
L.  HALE  caused  $400,000  to  be  transferred  to  CMS; 

d.  On  or  about  November  8,  1988,  EUGENE  FITZHUGH 
had  discussions  with  an  individual  employed  by  Mclntire 
Numismatic  Auctions,  Inc.; 

e.  On  or  about  March  3,  198  9,  defendant  DAVID  L. 
HALE  signed  a  check  made  payable  to  Liberty  Mortgage,  Inc.,  in 
the  amount  of  $275,000; 

f.  On  or  about  March  3,  198  9,  defendant  DAVID  L. 
HALE  nad  a  meeting  with  CHARLES  MATTHEWS  and  an  individual 
employed  by  Liberty  Mortgage,  Inc.;  and 

g.  On  or  about  March  13,  1989,  defendant  DAVID 
L.  HALE  signed  a  letter  addressed  to  the  SBA. 

(Title  18,  United  States  Code,  Section  371.) 
COUNT  TWO 

14.  The  allegations  contained  in  paragraph  1  of  this 
Superseding  Information  are  hereby  repeated,  realleged  and 
incorporated  by  reference  as  though  fully  set  forth  herein. 

15.  From  in  or  about  1985  through  in  or  about  1991,  in 
the  Eastern  District  of  Arkansas  and  elsewhere,  defendant  DAVID 
L.  HALE  and  others  known  and  unknown,  unlawfully,  wilfully  and 
knowingly,  devised  and  attempted  to  devise  a  scheme  and  artifice 
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to  defraud  and  for  obtaining  money  and  property  by  means  of  false 
and  fraudulent  pretenses,  representations,  and  promises,  to  wit, 
HALE  and  others  devised  a  scheme  (a)  to  obtain  money  and  property 
belonging  to  CMS  and  its  shareholders  by  means  of  fraud  and  false 
and  fraudulent  pretenses,  representations  and  promises,  and  (b) 
to  obtain  money  and  property  belonging  to  the  SBA  by  means  of 
fraud  and  false  and  fraudulent  pretenses,  representations  and 
promises.   It  was  a  part  and  object  of  the  scheme  that  HALE  would 
and  did,  among  other  matters,  (1)  make  false  statements  to  the 
SBA,  and  (2)  misapply  CMS  and  SBA  funds  for  improper  purposes. 
16.   For  the  purpose  of  executing  and  attempting  to 
execute  such  scheme,  HALE  caused  to  be  delivered  by  mail 
according  to  the  direction  thereon,  mail  matter  and  things, 
including,  but  not  limited  to,  an  application  for  financing  that 
HALE  mailed  to  the  SBA  on  or  about  February  28,  1986. 

(Title  18,  United  States  Code,  Sections  1341  and  2.) 


Uxli 


ROBERT  B.  /FISKE',  'JR. 
INDEPENDENT  COUNSEL 
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State  of  Arkansas 

OPTICS  OP  THE 

Prosecuting  Attorney 


Mark  Stodola 
P*oszczrr>-c  Attor.vtt 
Skth  Jitdicial  District 

Puiasxi  &  Pruxy 
Counties 


Mr.  Kenneth  Stan- 
Office  of  the  Independent  Counsel 
Two  Financial  Centre 

10825  Financial  Centre  Parkway,  Suite  134 
Little  Rock.  AR  72211 


122  S.  Broado-a* 

L.T7LS  Rocx.  AaXAMSAS  72201 

Pmone  501  /  H0-SOO0 

Fajc  501  /  540^=049 


Febmarv  13.  1996 


Dear  Mr.  Starr: 


We  have  competed  our  review  of  a  state  Lnvesnganon  of  David  Haie  and  have  decided  to 
charge  him  with  violating  Arkansas  law.  Mr.  Hale  has  not  only  committed  multiple 
crimes  against  the  federal  government,  but  there  is  also  probable  cause  to  believe  he  has 
independently  violated  state  law  as  well.  I  understand  your  preference  is  that  this  issue 
be  addressed  at  Hale's  federal  sentencing:  however.  I  cannct  oblige.  My  decision  is 
based  on  several  points  which  I  would  like  to  briefly  outline  to  you. 


in  reviewing  this  matter,  we  see  no  overlap  between  Haie's  felony  state  insurance  law 
violation  and  his  crimes  against  the  federal  government.  We  would  note  that  none  of  the 
corporations  referenced  in  vour  Dlea  agreement  letter  with  .Mr.  Hale  involve  his  alleged 
misrepresentanons  to  the  Insurance  Department.  Also,  your  office  has  advised  us  that 
none  of  the  witnesses  involved  in  the  state  invesngancn  have  appeared  before  the  federal 
grand  jurv.  Most  importantly,  I  have  an  honest  fear  that  no  guarantee  can  be  given  by 
you  that  the  State's  interest  in  bringing  wrongdoers  to  justice  can  be  adequately  addressed 
during  Hale"s  federal  sentencing. 

It  is  not  logical  to  presume  that  uncharged,  unacknowledged  criminal  conduct  on  the  part 
of  Mr.  Hale  will  be  punished,  particularly  in  light  of  your  plea  agreement  with  Hale 
which  requires  that  you  recommend  leniency  to  the  Federal  Court  in  exchange  for  his 
cooperation  with  your  prosecution.   I  do  not  believe,  on  the  one  hand,  that  a  downward 
departure  from  the  federal  sentencing  guidelines  can  be  requested  while,  on  the  other 
hand,  a  request  can  be  made  that  the  Court  increase  Haie's  sentence  because  he  also 
violated  state  law.  The  two  legal  posinons  are  impossibly  in  conflict  with  each  other. 
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In  making  this  decision.  I  am  keenly  aware  chat  political  opportunists  may  attempt  to 
manipulate  this  decision  to  their  own  personal  advantage.  However.  I  will  not  allow  my 
office,  the  State  Insurance  Department,  the  Little  Rock  Police  Department,  or  myself  ro 
be  drawn  mto  the  political  crossfire  of  your  upcoming  trial  of  the  McDougals  and 
Governor  Jim  Guy  lacker. 

Considering  that  the  relevant  statute  of  limitations  dates  involved  in  our  case  run  on  or 
about  July  6,  1996.  piease  be  advised  that  we  wiil  be  filing  charges  by  -Jus  date.  It  is  not 
our  purpose  to  interrupt  or  interfere  with  your  ongoing  prosecution:  thus,  we  have  elected 
to  refrain  from  filing  these  charges  immediately.  I  am  confident  your  case  will  be 
concluded  before  our  critical  dates  approach.  However,  if  for  some  reason  this  does  not 
occur,  please  be  assured  that  we  will  be  Sling  charges  no  later  than  the  date  referenced 
above.  I  am  requesting  your  cooperation  in  the  service  of  the  state  arrest  warrant  when 
appropriate. 

This  decision  is  in  keeping  with  the  oath  I  have  taken,  is  based  on  sound  prosecutorial 
principles  and  also  prevents  partisan  criticism  that  the  authority  of  this  office  is  being 
used  to  advance  a  particular  political  or  legal  agenda. 

Issues  pertaining  to  whether  certain  documents  were  forged  have  aiso  been  reviewed. 
The  investigative  file  does  not  provide  enough  information  to  go  forward  with  a  charging 
decision  and  no  further  information  or  evidence  wiil  clarify  this  matter.  Consequently, 
the  March  1996  statute  of  limitations  issue  previously  raised  in  press  reports  on  this 
matter  is  no  longer  relevant. 

Ampie  precedent  exists  for  both  federal  and  state  prosecution,  particularly  since  the  facts 
of  our  case  advance  a  separate  interest  and  do  not  involve  the  same  evidence.  Justice 
Brennan,  speaking  for  six  members  of  the  U.S.  Supreme  Court,  stated  in  Abbate  v.  United 
Siates,  359* U.S.  1~S7,  3  L.Ed.2d  729,  79  S.Ct.  666  (1959): 

....no  one  would  suggest  that,  in  order  to  maintain  the  effectiveness 
of  federal  law  enforcement,  it  is  desirabie  completely  to  displace  state 

power  to  prosecute  crimes  based  on  acts  which  might  violate 

federal  law.   This  would  bring  about  a  marked  change  in  the 
distribution  of  powers  to  administer  criminal  justice,  for  the  States 

under  our  federal  system  have  the  principal  responsibility  for 

defining  and  prosecuting  crimes.  3  L.Ed. 2d  at  734. 
See  aiso  Bankus  v.  Illinois,  359  U.S.  121,  3  L.Ed.2d  63^, 

79  S.Ct.  676,  (i 959). 
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This  dual  sovereignty  issue  has  presented  itself  to  our  office  on  many  occasions  in  the 
past.  Of  particular  note  is  the  case  of  State  of  .Arkansas  vs.  Derrick  Campbell.  CR  92- 
2369    In  this  case  Campbell  fired  gunshots  at  a  passing  vehicle,  but  the  builets  missed  the 
vehicle  and  instead  struck  a  school  room  filled  with  students  at  McClellan  Hiah  School. 
Campbeil  was  arrested  and  charged  with  thirteen  counts  of  aggravated  assault  under 
Arkansas  law    Subsequently,  the  U.S.  Attorney's  Office,  believing  this  case  equally 
important  to  advance  federal  law  interests,  filed  charges  ag3inst  Campbell  under  13 
U.S.C.  922  (q)  for  possession  and  discharge  of  a  weapon  within  1.000  feet  of  a  school. 
He  was  convicted  and  sentenced  to  prison  in  both  state  and  federal  courts. 

I  would  also  point  out  that  my  colleague  Bob  Macy,  the  District  Attorney  in  Oklahoma 
City,  has  announced  his  intention  to  file  separate  state  capital  murder  charges  against 
Timothy  McVeigh  and  Terry  Nichols,  notwithstanding  the  federal  government's  oresent 
pursuit  of  capital  murder  charges  against  the  defendants. 

In  the  final  analysis,  it  is  ultimately  a  decision  for  the  prosecutor,  either  state  or  federal, 
to  determine  how  to  best  protect  society's  interest  in  bringing  wrongdoers  to  justice.  In 
the  case  at  bar.  David  Kale  should  be  held  to  answer  for  what  I  believe  to  be  his 
fraudulent  representations  to  the  State  Insurance  Department,  which  are  even  mere 
egregious  considering  that  he  has  also  defrauded  the  federal  government. 

Tnank  you  for  understanding  our  position. 


Most  Sincerelv 


Mark  Stodola 
Prosecuting  Attorney 
Sixth  Judicial  District 


MS:kh 


Lee  Douglass.  .Arkansas  Insurance  Commission 
Chief  Louie  Caudell.  Little  Rock  Police  Department 
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Character  witnesses 

Two  of  David  Hale's  former  employees  have  plenty  to  say  about 
him—none  of  it  good. 

By  John  Haman 

As  David  Hale,  the  admitted  felon,  prepares  to  take  center  stage  as  a  key 
prosecution  witness  in  the  criminal  trial  of  Gov.  Jim  Guy  Tucker,  two  former 
employees  have  broken  silence  to  blast  the  former  municipal  judge. 

Lynne  Ballew.  who  held  a  number  of  jobs  in  Hale's  court  for  four  years  until 
leaving  for  another  job  in  1990.  and  another  employee,  who  agreed  to  be 
interviewed  on  condition  of  anonymity,  were  interviewed  recently  by  the  Times. 

They  describe  Hale  as  a  paranoid,  verbally  abusive  and  self-centered  judge.  They 
know  him  as  a  boss  who  once  reacted  to  a  bomb  threat  by  rushing  out  of  the 
building  and  later--as  an  afterthought— notifying  his  staff  of  the  threat  by  phone. 

Their  memories  of  Hale  flesh  out  the  image  of  a  deeply  flawed  witness  whose 
credibility  will  be  a  difficult  sell.  His  felony  plea  bargain  is  the  most  signifcant 
hurdle.  But  his  business  record  is  littered  with  disasters,  including  his  small 
business  loan  agency.  The  anonymous  employee,  who  was  fired  under  what  she 
says  were  questionable  circumstances  after  a  decade  of  working  for  Hale,  alleges 
that  his  actions  went  beyond  the  merely  offensive.  She  contends  he  routinely 
dismissed  charges  in  his  court  as  a  favor  to  friends  and  acquaintances. 

"On  a  lot  of  speeding  cases  he  would  call  and  say  'just  dismiss  that.'  Sometimes  ir 
was  a  friend  of  his.  and  sometimes  he  wouldn't  give  me  a  reason." 

Once,  it  backfired  in  public.  "A  lot  of  times  in  open  court  I  would  give  reports  orv 
whether  a  person  complied  with  probation  terms.  There  was  one  time  when  he 
asked  me  to  give  a  report  on  someone,  and  had  told  me  earlier  to  dismiss  the  case 
because  it  was  a  friend  of  his.  So  I  was  trying  to  explain  that  to  him  in  court  witKoor 
acruallv  savins  it  out  loud,  when  he  had  a  fit  and  started  screamina  and  yelling  a+ 


Another  time,  both  women  say,  a  scandal  over  Hale's  extrajudicial  activity  was 
averted  by  luck. 

About  five  years  ago.  Dr.  Jon  Dodson  of  Forest  Park  Medical  Clinic  in  Little  Rod*, 
filed  a  case  in  Hale's  small  claims  court.  When  the  defendant  didn't  show  up  for  #»* 
hearing,  the  women  say,  judgment  went  by  default  to  Dodson.  and  the  paperwork, 
was  finalized.  But  a  few  days  later.  Hale  allegedly  told  small  claims  supervisor 
Catherine  Butler  that  she  was  wrong— judgment  had  not  gone  to  Forest  Park 
Medical  Clinic  at  all. 
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Soon  after.vard.  Dodson  filed  a  complaint  against  Hale  with  the  state  Supreme 
Court's  Judicial  Discipline  and  Disability  Commission.  He  claimed  that  the  jud-ja 
secretly  reversed  his  decision  after  having  a  private  meeting  with  Woodson  Wall 
the  attorney  for  the  defendant. 

Hale  employees,  including  Ballew.  gave  depositions  supporting  Dodson  ;o  the 
commission's  investigators.  Most  employees  disliked  Hale,  said  Ballew  and  Jon 
because  he  had  embarrassed  them  in  court  or  treated  them  with  suspicion. 

Hale  counterattacked.  Tommy  Goodwin,  former  commander  of  the  Arkansas  St. 
Police,  says  Hale  called  him  in  1991  and  asked  him  to  investigate  Butler  for 
"fixing"  parking  tickets  issued  at  the  state  Capitol. 

Shortly  afterward,  says  Goodwin.  Capt.  John  Chambers,  Goodwin's  administrative 
assistant  and  designated  press  spokesman,  went  to  the  court  and  started  poking 
through  files. 

None  of  the  employees  knew  what  Chambers  was  looking  for.  "It  was  really 
hush-hush."  says  Ballew.  .And  to  this  day.  the  State  Police  say  they  have  no  record 
of  any  investigation.  Goodwin,  who  retired  from  the  state  police,  says  he  didn't  take 
the  case  over  to  the  criminal  investigative  division  because  parking  tickets  seem 
like  small  potatoes,  "and  John  probably  had  more  time  on  his  hands  than  anyone 
else." 

Since  Butler  apparently  was  the  only  person  with  direct  knowledge  of  Hale's 
reversal  on  the  Dodson  judgment,  she  was  set  to  be  a  key  witness  in  the  judicial 
commission  hearing  on  Aug.  16.  1991.  Hale  kept  the  pressure  on  her. 

It  has  been  reported  that  he  called  a  deputy  prosecuting  attorney  the  day  before  a 
disciplinary  hearing  to  take  an  oral  statement  on  Butler  from  state  police 
investigator  Danny  Harkins.  Usually,  the  prosecutor's  office  spends  several  week* 
reviewing  a  written  case  file.  In  this  case.  Butler  was  arrested  the  same  day  for 
felony  tampering  with  evidence  in  connection  with  the  parking  tickets. 

Butler's  credibility  didn't  rum  out  to  be  an  issue.  Hale  was  saved  from  disciplinary 
action  the  next  day  when  the  complaint  was  dismissed  because  of  a  technicality: 
Hale  hadn't  been  notified  of  the  complaint  within  the  specified  time  frame. 

The  case  against  Butler  was  filed  in  municipal  court,  where  it  was  tossed  out  by 
special  judge  Rick  Holiman  for  lack  of  probable  cause.  Ironically.  Butler  now 
works  for  the  judicial  discipline  commission.  She  declined  to  discuss  Hale  with  ^ 
'.Arkansas  Times.  Once  he  was  safe  from  disciplinary  action.  Hale  moved  against  fi« 
employees. 

"The  day  it  was  over  with, "  Ballew  said.  "Hale  was  escorted  from  the  municipal 
court  by  a  sheriffs  deputy."  Then,  she  says,  he  went  to  State  Police  headquarters 
and,  complained  that  a  group  of  his  current  and  former  court  employees,  including 
Ballew,  were  plotting  to  kill  him.  By  that  time,  Ballew  was  working  for  the  drug 
task  force  in  Pulaski  County.  "A  trooper  called  me  one  day  and  said  he  needed  to 
talk  to  me,"  said  the  anonymous  former  employee,  who  was  also  working 
elsewhere.  "When  he  told  me  what  it  was  about.  I  just  died  laughing.  He  said  it  wti 
overheard  when  we  were  out  one  night  celebrating  one  of  my  girlfriend's  birthday 
at  Bobbisox.  I  told  the  trooper  that  if  (Hale)  died  F  wouldn't  cry,  and  if  that's 
threatening  to  kill  him.  so  be  it." 

Investigator  Danny  Harkins  again  made  a  few  informal  inquiries  about  Hale's 
accusation,  but  clearly,  the  women  say,  he  didn't  take  Hale  seriously.  And  again. 
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State  Police  say  they  have  no  record  of  any  such  investigation.  Harkins  couid  nef 
reached  for  comment. 

Haie  has  been  :n  hiding  for  two  years  since  he  agreed  :o  testify  against  Tucker  mdL 
pleaded  guilty  :o  federal  fraud  charges.  The  Tucker  trial  begins  March  -.  and  Hal«"$ 
sentencing  is  scheduled  for  March  25.  Efforts  to  reach  him  for  comment  on  this 
article  through  the  Whitewater  prosecutor's  oxncz  were  unsuccessful. 
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David  Hale's  controversies  on  the  bench  included  a 
thing  two  former  employees  call  "dial-a-judge." 


Shortly  after  the  Puiaski  County  Municipal  Court  was  moved 
from  the  county  courthouse  to  a  new  facility  on  Roosevelt  Road  in  the  mid  '80s. 
they  say,  Hale  simply  stopped  coming  to  court  several  times  a  month-often  on 
Fridays. 

(The  new  court  facility,  by  the  way.  was  built  at  Hale's  urging  with  revenue  bond* 
that  Hale  insisted  would  be  repaid  with  increased  court  revenue.  The  revenues  cid*4 
materialize  and  county  general  funds  had  to  be  used  to  pay  for  the  building.) 

Defense  lawyers,  defendants  and  prosecutors  would  show  up  for 
plea-and-arraignment  hearings  to  find  no  one  on  the  bench.  Instead,  the  two  sides 
were  asked  to  strike  a  plea  agreement  and  pass  it  on  to  Bobby  Jones,  the  court 
administrator,  who  would  get  on  the  phone  to  Hale.  From  an  unknown  location. 
Hale  would  pronounce  judgment.  "He  did  no  sentencing  to  speak  of--he  didn't  even 
hear  their  stories,''  said  his  former  employee.  Lynn  Ballew. 

Curiously,  no  one  seems  to  have  objected  to  Hale's  court-by-phone.  and  the  pracf.t* 
continued  for  several  years. 

Hale  grew  increasingly  paranoid  about  everything  from  assassins  to  viruses.  If  his 
former  employees  didn't  take  these  fears  seriously.  Whitewater  Prosecutor  Kenned 
Starr  apparently  does.  Alleged  threats  on  Hale  have  been  cited  to  justify'  the 
government's  S5 7,000  in  payments  to  hide  Hale  away  at  taxpayer  expense. 

As  judge.  Hale  became  a  laughingstock  when  he  had  a  bullet-proof  screen  instaiki 
in  front  of  the  bench  in  his  courtroom  (It  protected  only  Hale,  not  the  clerks  who 
worked  next  to  him  on  court  days.)  And  he  put  in  a  metal  detector  at  the  door 
leading  into  the  courtroom.  "We're  talking  municipal  court."  says  a  former 
employee  who  did  not  want  to  be  identified.  "We  don't  do  felonies." 

"He  was  also  real  paranoid  about  people  who  had  colds."  she  said.  "You  had  to  *k-j 
away  from  him.  He  would  ask  us  if  it  was  catching  or  contagious,  and  then  he 
would  back  away  if  you  said  it  was." 

Ballew  was  prompted  to  speak  out  by  her  anger  that  Hale  seems  headed  for  lenient 
treatment  in  return  for  testimony  against  others. 

"I  have  a  real  hard  time  with  this  special  prosecutor  basing  everything  on  this  one 
man."  says  Ballew.  "Nobody  has  said  anything  about  his  character.  He  humiliated 
me  in  front  of  a  courtroom  of  people-stood  there  and  chewed  me  out.  He'd  scream 
at  you.  "CAN  YOU  NOT  HEAR  ME?  DO  YOU  NOT  KNOW  WHAT  I'M 
TALKING  ABOUT?"  He  would  cut  people  off.  To  mothers  he  would  say  things 
like  'you  must  not  love  your  kids  or  you  wouldn't  let  them  ride  motorcycles.' 
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"I  hate  him.''  Ballew  says?.  'He  is  a  creep.  He  deser.es  everything  he  gets,  but  if* 
obvious  that  he  is  szoing  to  get  away  with  it. 
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would  do  it . 

CNN:      How  come? 

HALE:     Well,  chat's  just  their  --  they  were  friends, 
and  thpy  wpre  people  in  politics,  in  high 
positions,  and  that  would  be  the  thing  that  I 
would  do. 

(WHEREUPON,  off  the  record  for  outside 
noise . ) 

CNN:      So,  tell  me  a  little  bit  more  about  later  in 

the  fall  of  1985,  the  early  part  of  the  winter 
1985  . 

HALE:     All  right.   During  -- 

CNN:      Any  more  conversations  between  you  and  Jim 
McDougal ? 

HALE:     Yes.   We  were  continuously  communicating  aimcsz 
on  an  everyday,  or  every  few  days,  trying  to 
get  these  things  done,  along  with  Jim  Guy,  Jim 
Guy  was  working  on  one,  and  the  different 
aspects.   And  then,  during  the  holiday  seasons 
of  1985,  I  was  out  at  the  state  capitol  and  I 
was  on  the  east  side  waiting  on  a  ride  and  I 
was  standing  inside,  it  was  kind  of  cool 
outside,  and  the  Governor  came  down  and  he  came 
down  and  was  going  out,  his  car  was  parked 
right  outside  there,  and  he  came  down  and  he 
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saw  me ,  and  he  jus"  came  over,  shock  hands,  ar.c 
visited  a  minute,  and  he  asked  me  if  Z   was 
going  to  he  able  to  help  he  and  Jim  out,  ycu 
know.   And  I  said,  "We  are  working  on  it," 
something  to  that  effect,  "Are  ycu  going  to  he 
able  to  help  us  out,  help  Jim  and  I  out,"  or, 
"help  Jim  and  me?"   I  can't  tell  you  the  exact, 
but  --  and  I  said,  "We  are  working  on  it."  Z 
knew  what  he  was  talking  about,  because  Jim  had 
earlier  --  and  one  of  these  reauests  was  a 


reouest  for  S150,000.00  for  financinc  that 


related  --  that  was  for  he  and  Bill  Clinton. 


CNN:      Okay.   Let's  go  back  to  that  before  we  talk 

about  meeting  the  Governor  in  the  State  House. 
When  did  Jim  McDcugal,  to  the  best  of  your 
recollection,  when  did  he  mention  this  first 
money  that  you  understood  would  go  to  McDougai 
and  Clinton? 

HALE:     It  wasn't  too  long  after  the  meeting  --  that  we 
had  the  first  meeting,  within  a  matter  of 
weeks . 

CNN:      First  meeting  with  Jim  Guy  Tucker? 

HALS:     Yes,  sir. 

CNN:      Okay.   Within  a  matter  of  weeks,  what,  he 
talked  to  vou  and  said  what? 
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CNN:  Okay.   Continue. 

HALE:  So,  we  continued  to  close  these  financings  that 

3  these  people  had  requested,  and  then  around 

4  February  of  1986,  I  received  a  call  --  Jim,  at 

5  that  time,  had  moved  his  office  from  S&L  out  tc 

6  one  of  his  projects  called  Castle  Grande 

7  located  on  145th  Street  here  in  Little  Rock. 
CNN:  This  is,  in  fact,  where  you  had  met  with  him 

9  and  Jim  Guy  originally,-  is  that  right? 

10  HALE:  No,  we  had  not  met  at  their  office  out  there. 

11  We  had  -- 

12  CNN:  You  had  gone  out  there  to  look  at  the  property,- 

13  is  that  right? 

14  KALE:  Yeah,  we  had  gone  cut,  and  this  was  some  of  th= 

15  property  out  there.   This  was  their  office  out 

16  there.   And  when  I  got  there,  they  were  both 

17  there. 

18  CNN:  Who  was  there?   I'm  sorry. 

19  HALE:  Jim  McDougal  and  Governor  Clinton. And  when  I 


20  walked  in,  they  were,  I  can't  remember,  they 

21  were  talking  about  Frank  White  and  talking 

22  about  raising  funds,  campaign  funds,  and  then 

23  Jim  said  that  --  something  to  the  effect,  "We 

24  need  to  get  on  and  get  through  with  our 
2  5  business . " 
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Ac  thac  poinc,  we  scarcad  calking  abouc  che 

financing  for  $150,000.00.   Jim  had  mads  the 

statement  that  they  were  going  to  put  ic  in 

Susan  McDougal ' s  advertising  company  because 

she  would  more  qualify  under  the  S3IC  regs . 
CNN:      Tall  me  about  that.   What  would  she  qualify? 
HALE:     Well,  she  would  be  female  and  be  more  likely  co 

qualify  than  either  Jim  McDougal  or  3iil 

Clinton. 
CNN:      Did  you  believe  the  money  was  going  to  Susan 

McDougal,  and  if  not,  where  did  you  chink  ic 

was  going? 
HALE :     I  thought  it  was  going,  you  know,  thac  it  was 

going  for  something  that  involved  Bill  Clinton 

and  Jim  McDougal . 
CNN:      Did  you  think  it  was  going  to  Susan  McDougal? 
HALE:     The  loan  would  be  made  to  Susan  McDougal,  but 

the  money  would  be  going  to  something  thac  Bill 

Clinton  and  Jim  McDougal  had. 
CNN:      They  were  putting  Susan  McDougal  forward  jusc 

as  a  way  to  get  the  loan? 
HALE:     As  a  nominee  --  as  a  nominee  lender. 


CNN:      Well,  tell  me  about  that.. 

HALE:     Well,  at  the  time  --  what  do  you  mean,  tell  you 
about  that? 
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Wall,  I  mean,  "he  idea  is  that  ic  was  all  sort 
cf  a  sacrac,  right,  I  mean,  chat  ycu  ware 
makina  this  loan  officially  Co  Susan  McDouaal, 


but  vou  didn't  for  a  moment  chink  chac  che 


monev  was  realiv  aoina  to  her? 


No,  sir . 

Well,  chac's  what  I  want  you  to  expand  upon. 
Well,  that's  just  about  it.   I  knew  that,  you 
know,  that  I  had  never  met  with  Susan  McDougai , 
and  Jim  had  never  mentioned  her  name  when  he 
was  requesting  this  assistance.   And  to  me,  the 
loan  was  going  to  be  made  in  her  name  but  it 
would  be  for  the  benefit  of  something  that  Jim 
and  Bill  Clinton  had.   I  did  not  knew  what  chat 
was  . 

And  thus,  you  know,  we  talked  about  that  a 
minute,  we  talked  about  --  one  thing  that  the- 
Governor  did  state  was  that  his  name  could  net 
show  up  in  the  documents .   And  when  he  said 
that,  Jim  said  that  that  had  already  been  taken 
care  of,  that  his  name  wouldn't  show  up 
anywhere . 

In  fact,  Susan  McDougai 's  name  was  the  only  one 
on  the  documents,,  although  Jim  was  on  as  the  -- 
He  was  a  cuarantor. 
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CNN :      Ckay . 

HALE:     Then  during  Che  discussion,  we  were  discussing 
about,  you  know,  the  security  for  the  loan,  or 
what  needed  to  be  done  to  satisfy  the 
regulators  and  this  sort  of  thing,  and  the 
Governor  said  that  they  could  give  me  a 
security  interest  in  some  land  in  Marion 


County . 

And  Jim  then  said  that  he  and  Susan  would 
guarantee  the  loan  and  they  could  put  up  their 
financial  statements,  along  with  a  financial 
statement  on  Madison  Savings  &  Loan  which  would 
be  sufficient  to  secure  the  loan. 
And  I  mentioned  to  them  that  Jim  had  --  was 
agreeing  to  finance  seme  property  that  I  had 
that  I  was  selling,  because  one  of  the  things 
this  was  doing,  this  was  depleting  all  the  cash 
that  I  had  in  my  SBIC.   And  at  that  time  I 
asked  him  --  you  know,  I  said  something  to  the 
effect  that,  you  know,  "You  are  taking  all  my 
money.   when  is  the  closing  going  to  be  made  on 
the  sale  of  my  property?"   And  he  said,  you 
know,  "We  will  get  that  done."   Now  -- 
CNN:      This  is  still  that  same  meeting  with  3ill 
Clinton? 
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DAVID  HALE  INTERVIEW  NSC  (I  of  4) 

NSC :     Okay . 

KALE:     And  as  seen  as  that  passed,  "hey  •would  pay  the 
money  back. 

NSC:      Shortly  after  you  wroce  this  check  -- 

HALE:     Yes,  sir. 

NSC:      --  the  $300,000.00  check  that  Bill  Clinton  and 
the  others  wanted  you  to  make  -- 

KALE:     Yes,  sir. 

N3C :      --  did  you  have  another  meeting  with  then 
Governor  Clinton? 

KALE:     Yeah.   It  was  some  weeks  past  that,  I  saw  the 
Governor  at  a  mall  here  in  Little  Rock,  in 
University  Mall.   I  was  there  -- 

N3C :      Governor  Clinton? 

HALE:     Yes,  sir. 

N3C :      At  a  shopping  mall? 

HALS:     Yes,  sir. 

NSC:      Just  ran  into  him? 

HALE:     Yes,  sir.   And  actually,  he  was  across  the  -- 
kind  of  across  the  aisle  there,  and  he  came 
over  to  me  and  he  said,  "Have  you  heard  what 
that  blankety  blank  Susan  has  done?"   And  I 
was  --  I  did  not  know  anything  about  their 
business  and  everything,  and  I  told  him,  no,  I 
hadn't.   And  I  did  not  know  anything  about 
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their  business  and  their  business  operations. 
NBC:      So,  he  asked  you  that  quescion? 
KALE:     Yes,  sir. 

NBC:      Blankety  blank,  expletive,  expletive? 
HALE:     Right. 

NBC:      And  he  was  referring  to  Susan  McDougal? 
HALE:     Yes,  sir. 
NBC:      When  you  said  you  didn't  know  anything  about 

it,  did  he  say  anything  further? 
HALE:     No,  no,  we  didn't  go  into  it.   I  told  him  I 

didn't  know  anything  about  their  business  and 

that  wasn't  none  of  my  business. 
NBC:      But  this  was  partly  in  reference  back  to  the 

$300,000.00  check? 
HALE:     I  would  assume  that  it  was.   You  know,  I  don't 

know,  I  cannot  tell  you  that  that's  what  he  was 

referring  to,  whether  it  was  or  not. 
NBC:      I  see.   So,  just  to  summarize  -- 
HALE:     Yes,  sir. 

NBC:      --  sometime  in  the  fall  of  1985  -- 
HALE:     Yes,  sir. 
NBC:      --  you  are  asked  to  help  out  some  political 

friends? 
HALE:     That's  right. 
NBC:      Make  some  loans? 
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DAVID  HALE  INTERVIEW  NBC  (1  Of  4) 

thsm  as  requested  by  Jim  McDougal. 
NBC:      Kow  did  ycu  cake  chat?   I  mean,  Governor  Tucker 

talked  with  you,  Mr.  McDougal  calked  co  you, 

Governor  Clinton  --  then  Governor  Clinton 

talked  with  you? 
KALE:     Yes,  sir. 
N3C :      Asking  your  help? 
HALE:     Yes,  sir. 
NBC:      Asking  that  loans  or  funds  under  your  power  he 

made? 
KALE:     Yes,  sir. 
N3C:      Were  they  asking  a  political  favor,  a  personal 

favor? 
HALE:     Yes,  sir.   These  people  --  you  know,  we  had  all 

been  friends,  and  they  had  a  problem  and  I  was 

simply  helping  them  out . 
NBC:      So,  you  were  old  friends? 
HALE:     Yes,  sir. 
NBC-      David  Hale? 
HALE:     Yes,  sir. 
NBC:      Bill  Clinton? 
HALE:     Yes,  sir. 
NBC:      Jim  McDougal? 
HALE:     Yes,  sir. 
NBC:      Jim  Guy  Tucker? 
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HALE  : 


NBC: 

HALS: 

NBC: 

KALE  : 

NBC: 

HALE: 

NBC: 

HALE: 

NBC: 

HALE: 

NBC: 

HALE: 

NBC: 

HALE 


ias,  sir . 

You  are  eld  friends? 

Yes,  sir. 

Is  is  fair  to  say  that  you  were  kind  of  like 

back  room  buddies  in  Arkansas  Democratic 

politics? 

Yes.   I  have  been  active  all  my  life  in 

Democratic  politics  here  in  Arkansas,  since  I 

was  18  --  actually,  since  I  was  17. 

3c,  by  1985,  198S,  you  were  close  political 

friends  -- 

Yes ,  sir . 

--  with  Bill  Clinton? 

Yes,  sir. 

And  Jim  Guy  Tucker? 

Yes,  sir. 

Jim  McDougal? 

Yes,  sir. 

And  they  were  asking  you  for  a  favor? 

Yes,  sir. 

What  did  that  favor  involve? 

They  had  some  problems  and  they  needed  the  loan 

of  some  money,  and  that's  what  I  did. 

So,  Bill  Clinton  and  the  others  -- 

Yes,  sir. 


PETRE'S    STENOGRAPH    SERVICE 
(501)    376-1411 


601 


At~~> 


Cm** 


4*    >'/k°M 


^g£-- 

/ 

t  flfi ffif-  s  -"~  ^~ 

-\ 

,.^fc,-5^-'._-^ 

*5 

"   r?!"?j:"^' "  'ii. 

■■IS!  £|Ste  | 

^K2         3T 

^W'\ 

'Jury  saved  hardest  for  last 

Tucker  counts  took  up  two  days 


=Y«WJANc.  HtfNES 


Coiin  Cameron  Capp ' 


Whitewater  jurors  spent  the 
'.svt  day  of  deiibCToacni  wrestling 
with  ;b«  ruiispiracy  charge 
egtunst  Gcv.  Jim  Guy  Tucker  be- 
:'cx«  deciding  tB  convict  the  prvar 
sor.  two  jurors  said  Wednesday. 

Cells.  Cametoa  Capp.  51  said 
he  sent  into  tag  jury  room  with 
reasonable  doum  that  Tucker  had 
conspired  d  commit  hui  But 
during  -ie  last  day  of  delibera- 
tion, other  juron  convinced  him 
:vn  documents  lasrunaced  as  evi- 
dence proved  Tuckers  guilt 


"We  '*cucd  aim  guilty  of  — 
sptraey  because  tit  had  :o  ssow- 
because  he  drew  up  me  paper- 
work.' said  Capp  of  Little  Hoei 
"Re  «u  i  lawyer  for  Hale;  be  was 
a  lawyer  for  VtsdiadCL " 

Juror  Sea*  Johnson  Eaves,  ~. 
oi  Little  3nch  xid  the.  jury  began 
considering  the  charges  against 
Tacor  ca  the  xtalh  of  eight  days 
at'  deliberations,  Johnson  said  she 
found  the  :sm  issunst  Ticker  the 
most  complex  —  although  nl  the 
conspiracy  charges  were  OiEHeuit 
a  decide. 

See  JURY.  fteje  '.0A 


HMM  HOH  laces  eitiaaananl 

itskjiaCajkamPigkA 

vMRHOUSacia  wit  escape  terry 

mST.^tojewigrsttP^UA 


>  vVhte  House  nee  ancwcowi  ji 
33  a  fUjfTj  up  travel  ctfto  papani 

PaaeBA. 

■pmm  lew  owuea  oi  lane  erase1  bwj 
no»  fen  rx:  na^areo  ct.  ?iqi  a*. 
UOVraa  lot  timer,  Sunn  MeOougal 
>om  aciro>3uta  ceatun  na  B  col 
mmej*a»ee»»P»eeiCA 


S1QB0U  ad  papa  o  oonoa  Hae  tor 
cawwaiora,  ?>si  nA. 


Jury^r 


•  Continued  tan  Pass  i  A 

tiv»  uiany  jurors.  Hayes  uld 
the  did  not  thiol  Bile  ttj  a  credi- 
ble witness.  Nor  did  she  t'eei  3J3. 
.Handotpa,  a  busioest  aaaoclatc  of 
Ticker's,  was  credible,  Hayes  said 
Randolph?  memory  ni  aulty. 
Uayea  said  the  Whitewater  trial 
wuba  t  about  witnesses. 

"It  wu  9  document  cn*i,* 
nayes  said 

Chief  pro*e*urion  wintas 
David  Hale  and  co-defendant 
Janus  McDougaJ  vera  the  mal 
"Jrinepltu"  of  the  eons  piracy  to  de- 
fraud IdcDoutsl's  Uaoitoa  Guar- 
asiy  Savings  and  Loan  Association 
and  Hales  Capital  Management 
Services  Inc.  Capp  said. 

1  ttnt  JIB  Guy  was  really  in 
innocent  pawn  ip  :o  j  point." 
Capp  mid.  He  laid  Tucker  had  to 
know  that  it  was  wrong  to  say  on  a 
loan  appUcatloo  to  Capital  Man- 
agement •Jim  he'd  as*  the  money 
'.0  punt  a  water  tower  when  he  ac- 
tually intended  to  uu  it  lor  a  vrdli- 
ty  purchase. 

•1  think  ilnat)  may  have  been 
what  did  him  in."  Capp  said. 

On  Tuesday,  the  lury  convicted 
Tucker  of  two  counts.  YTtDougal  on 
18  counts  and  McDougai's  (brn«r 
wife,  Susan,  of  four  counts.  Ticker 
and  James  VtcDcugal  were  eouvicl- 
ed  of  conspiring  in  the  tnid-lSSOa 


to  defraud  the  gowmment  and  two 
fiaancai  jiautirdona.  Susan  Ve> 
Doucal  was  convicted  of  .'our 
counu  related  a  a  ssoo.CDO  loan 
that  vaa  pan  o'  the  conspiracy. 

Capp  9aid  '±*  paper  nil  pre- 
sented by  tae  adepeccentcounisl 
coDvinced  him  that  Tucker  was 
riatty  in  the  iraud  charges  relattd 
to  Castle  Scwar  ud  Water  Corp. 
Hayes  sensed  thai  the  documented 
mdanea  was  ie  strangest  :n  the 
Cattle  Suwur  tannta. 

Capp  said  that  although  Owight 
riarlaa  ligsed  ihr  the  SUOkOOO 
!ou.  it  was  Jtm  City  Tucker  who 
drew  up  the  paperwork. 

Of  the  jurors  who  have  spoken 
out  aiter  the  trial.  Capp  :as  ex- 
^teaaed  the  ■noat  contempt  for 
Hal*,  calling  turn  a  liar  a.id  accua- 
n;  i  im  of  po'uriug  hioueuT  on  the 
VBtajet  stand. 

"I  deeded  I  wasot  going  to  take 
tway  anyone's  ireedoffl  an  the  tea- 
timeny  of  David  Hatie,"  Capp  said. 
"He's  one  of  the  grvalest  coa  men 
whom  Tve  ever  seen, " 

While  the  .urj  did  set  hold 
Ticker  i  silence  against  hire,  Capp 
said  he  would  have  likaU  to  have 
heard  the  s-overnor  tesniy. 

"I  think  it  would  have  helped, 
but  then  1  am  act  a  lawyer  and 
how  do  you  iceond  guess  the  de- 
fense strategy.  And  besides,  who 
do  yiu  put  on  behind  the  president 
of  the  United  States."  he  said. 

Another  juror  who  asked  to  re- 


T—j"    anonymous    said    Tucker 
should  have  testified. 

"*(  it  was  me  and  I  Jidn'l  do 
anything  wrong  Ti  want  to  be  the 
am  one  to  get  up  their  >nd  tell  it," 
the  juror  said.  "I'd  like  to  hear 
what  he  had  to  say  but  that's  his 
right.* 

That  same  juror  mid  James  Mc 
Oougal's  testimony  provided  Irene 
help  for  the  defease. 

"It  might  not  have  helped  his 
case  but  I  don't  thinir  he  hurt  it," 
the  juror  said  of  Junes  McOougai. 

The  jury  spent  lis  first  days  de- 
veloping a  dmarine  then  moved 
kbrough  the  individual  charges  one 
hy  me  after  they  f  M  copies  of  the 
mdunntant  from  U-3.  District 
Judge  George  Howard  Jr.  The  jury 
began  deliberating  oa  May  16,  and 
ended  their  deliberations  Tues- 
day. 

By  last  Fnday.  Caoo  scad  juron 
were  physically  and  nmtrdanally 
drained.  The  jury  had  begun  i 
wearying  discussion  of  the  csaspir. 
icy  charge  against  Tucker,  one  of 
the  charges  en  which  he'd  eventu- 
ally be  cooYicted. 

Juror  Rise  Gayle  2r.ggs.  ti  of 
North  Utile  Rock,  shed  tears  when 
she  came  into  the  courtroom  Fn- 
day. ^_ 

That  was  just  the  stress  trotn 
being  a  wife  and.  a  mother  and  a 
t»ic:»c  ind  everything,"  Bi-vflp> 
said. 

Briggj  said  she  took  notes  of 


xnm  the  jurcn  did  aunsg  oeiioer. 
auoas  but  sue  declined  to  reveal 
details  Dram  her  notes. 

Capp  stud  he  found  reasonable 
doubt  that  Tucxer  commikied 
Iraud  in  the  ban  to  Southloop  coa- 
strueaon  because  there  were  not 
enough  documents  introduced  u 
evidence  to  sup  pen  X 

"Ztreryonn  thnisrht  he  would  go 
dowu  un  Sonthloop.  3ut  It  vas  not 
Southloop."  Capp  said,  -We  looked 
'frng  nod  bard  at  3ouLhloop  and  we 
couldn't  really  find  -  c^cnmeiita- 
oon  and  evidence;  so,  therefore, 
we  acquitted  him.'' 

Capp  said  he  was  disappointed 
by  the  tutws  that  Ticker  had  re- 
aimed  aftar  the  kwrdict 

"Persoaally  !  think  he's  an  «- 
ecllcst  goveraor  t  was  hurt  he  had 
to  step  down.  1  wish  that  tiadnt 
happened  but  la  ill  good  faith  I 
took  an  oath  to  do  the  very  best  1 
could  do  and  as  t  whole  we  did" 

With  the  resignation  and  facsg 
a  maximum  of  10  years  ta  prison 
and  SOCOOO  In  Uses.  Ticker  will 
suffer  mom  than  the  other  White 
water  conspirators.  Capp  said.  He 
said  that  was  -jrnair.  especially  giv- 
en the  sentence  avea  to  Bale. 

"I  think  it  was  an  absolute  trav- 
taty  Lhal  Hale  got  sentenced  'J  :% 
months."  Capp  said,  "And  there 
were  uthcr  coaspiratsrs  u  well 
who  got  their  hands  slapped  but 
that  wu  it" 
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DAVID  HALE  INTERVIEW  CNN  11/24/93 

CNN:      What  r.accenec  is    that  money" 

KALE:     z   don't  knew  what  happened  to  that  money  ether 
char,  rhac  we  ho  knew  that  3110,000.00  of  that 


4  monev  wane  into  Whitewater  development,  which 


was  owned  by  the  McDcugals  and  the  Clintons 
6  and  then  in  turn  Whitewater  development  usee 

the  S110, 000.00  for  a  down  payment  to 

International  Paper  on  a  3550,000.00  ciece  of 
9  property 

10   CNN:      Let  me  chance  the  subject,  ;ust  finish  up  here 

Did  you  feel  that  3ill  Clinton  pressured  ycu  to 

12  give  this  money?   I  want  ycu  co  character! 

13  it. 

14  HALE:     I  don't  consider  it  pressuring.   It  is  just 

15  like  when  the  Governor  asks  for  your  help,  ycu 

16  just  do  it . 

17  CNN:      Is  that  why  you  made  the  loan? 
1 3   HAL E :     Yes,  for  he  and  Jim,  ves . 

19  CNN:      Did  you  know  that  loan  was  not  going  to  be 

20  going  according  strictly  tc  the'  letter  of  the 

21  S3IC  laws? 

22  KALE:     Yes,  sir. 

2  3   CNN:      So,  why  did  you  do  it? 

24  HALS:     According  to  the  SEIC  laws? 

25  CNN:      Per  the  reculations,  it  wculc  go  to  someone 
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^e.^crandum 


January  13,  L9S6 


taca    0: 


tr  or   Samtacion: 


.  Iiara  .as: 


'-"hit a  Count-/  Sanitarian: 


.cm  JanKins 


^3 


X   ^ 


(He 


SaLine  Count-/  Sanitarian:       Lax  Dccoins        \ 

!   i  _\ 

?uLas'<i  Count-/  Sanitarian:  I    Lane  .ownser.c 


DKSN013423 


r\ 


1)     Action  racuestad  immediataiy :   Vrittan  approval  of 
Brittanv  Paine  Subdivision  in  ?uias:<i  Count-/.  , 

I  '    !   \     *'^ 

.)  Accrc/ai  oc  lean  2arx,  Sucdivis  ion  in  -"hit  a  Cc.cn  t/.  ->-^.-<j-  — 


otrict  •-Titian  instruction  :::m  .ser  :::  ccur,:-/ 
sanitarians  to  not  discuss  our  subdivisions  -it.-, 
our  customers. 


I      :u  /. 
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he  had  re  the  Health  Op-.  :  He  role  :ne  to  Iccic  for  the  nemc 
le  gave  ycu  thaa  had  all  tie  complaints  outlined  and  that  t. 


could  find  that  aesic  m  the  coa-  pocket  cf  the  jacket  ycu  had 
en  when  he  saw  you  on  Sat.  xrr..  Z   tried  to  say  in  a  r.ice  way 
thaa  "  "•"■  tH  in  -u,»  ti»~--  sc  ajJciae  aca  ahar,  vei:  were  when 


we  were  no-  tccether  and  that  "  did  r.cz  have  access  to  your 
closet.   He  insisted  that  Z    find  that  coa-  and  Z   would  have,  the 
nemo,  but  ii,  by  chance,  I  couldn't  find  it  and  was  unable  to  talk 

you  about  the  problems ,  to  call  him  back_^  r~~3alled  hin  back 
on  Tiescay  of  this  week.   He  was  out,  but  his  secr;etar7\said 
tha: 


\ 
socken  to  vou  that  verv  dav  Iccc  distance  so  she 

\     \ 
sue  was  resolved.  \ 

\  I      \ 

I  did  steak  to  Jerrv^aill  at  the  Health  Oct  and  they ,have 

I       "  \     \  7 

copious    letters    frcm^McCcu^ai   and  would  be   clad   to/respond    • 

to   any   and   ail   of   the   complaints'  curii-ned— - itr'the  memc    tnat/ 
is   in   the   coat  socket.  '"*■  .  / 


Do"  r^need.  to   pursue?      Advise,    please. 


DKSNO 134 18 
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Richard  Ben-Veniste,  Esq. 

Minority  Special  Counsel 

Senate  Special  Committee 
to  Investigate  Whitewater 
Development  Corporation  and 
Related  Matter* 

Washington, DC.  205 10-6075 


Michael  ChertoH,  Esq. 
Special  Counsel 

Senate  Special  Committee 

to  Investigate  Whitewater 

Development  Corporation  and 

Related  Matters 
Washington,  DC    205 10-6075 

Re:       David  L  Halt 

Gentlemen; 

On  May  17,  1996, 1  received  a  letter  from  Chief  Counsel  Robert  Giuffra  requesting  that 
Mr.  Hale  notify  the  Committee  on  or  before  May  23,  1996  if  he  did  not  intend  to  appear  for  his 
deposition  on  May  24  and  for  testimony  at  a  public  hearing  on  June  4, 1996. 

This  is  to  inform  you  that  based  on  the  rights  guaranteed  to  him  by  the  Fifth  Amendment 
to  the  Constitution  of  the  United  States,  Mr.  Hale  respectfully  declines  to  appear  before  your 
Committee  for  a  deposition  or  public  testimony.  As  you  may  know,  Mr.  Hale  has  been  explicitly 
threatened,  in  writing,  with  prosecution  in  Arkansas  by  Arkansas  state  authorities.  There  are 
ample  bases  for  believing  that  such  threats  and  any  such  prosecution  would  constitute  retribution 
against  Mr.  Hale  for  his  cooperation  with  the  Independent  Counsel.  He  has  been  advised  that  any 
testimony  that  he  may  give  before  the  Special  Committee  may  be  used  against  him  by  Arkansas 
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Michael  Chertoff;  Esq. 
Richard  Ben-Veniste,  Esq. 
May  23,  1996 
Page  2 


prosecutors  in  any  such  future  proceeding  in  Arkansas.  Under  the  circumstances,  Mr.  Hale  feels 
that  he  has  no  choice  but  to  avail  himself  to  the  protection  afforded  to  him  by  the  Constitution. 


Very  truly  yours. 


eodore  B.  Olson 


TBO/hlv 


Robert  J.  GiufEra, 

Chief  Counsel 

Committee  on  Banking,  Housing  and  Urban  Affairs 
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timony  under  all  circumstances,  we  find 
those  cases  troubling.  We  are  not  unsym- 
pathetic, nevertheless,  to  the  concerns 
voiced  by  the  First,  Second  and  Eleventh 
Circuits  and  by  the  District  Court  here.  In 
the  present  appeal,  the  record  is  extensive 
and  the  District  Court's  findings  are  thor- 
ough as  to  precautions  taken  by  the  IP  to 
prevent  untoward  exposure  or  use  by  his 
staff.  The  record  is  clear  and  the  findings 
are  not  clearly  erroneous.  Without  signifi- 
cant exposure,  the  IC  could  not  have  made 
significant  nonevidentiary  use,  permissible 
or  impermissible.  Thus,  even  assuming 
without  deciding  that  a  prosecutor  cannot 
make  nonevidentiary  use  of  immunized  tes- 
timony, in  the  case  before  us  the  IC  did  not 
do  so.  We  do  not  reach  the  precise  ques- 
tion, therefore,  of  the  permissible  quantum 
of  nonevidentiary  use  by  prosecutors,  or 
indeed  whether  such  use  is  permissible  at 
all.  Our  concern  is  the  use  of  immunized 
testimony  by  witnesses  before  the  grand 
jury  and  at  trial. 

(81  We  cannot  agree  with  the  District 
Court  that  the  use  of  immunized  testimony 
to  refresh  the  memories  of  witnesses  is  a 
nonevidentiary  matter  ami  that  therefore 
refreshment  should  not  be  subject  to  a 
Kastigar  hearing  because  "|n|<>  court  has 
ever  so  required,  nor  did  Kastigar  suggest 
anything  of  the  kind."  Kastigar  Memo. 
(>'.i8  F.Supp.  at  '.i\A.  In  our  view,  the-  use  of 
immunized  testimony  by  witnesses  to  re 
fresh  their  memories,  or  otherwise  to  focus 
their  thoughts,  organize  their  testimony,  or 
alter  their  prior  or  contemporaneous  state- 
ments, constitutes  indirect  evidentiary  not 
nonevidentiary  use.  This  observation  also 
applies  to  witnesses  who  studied,  reviewed, 
or  were  exposed  to  the  immunized  testimo- 
ny in  order  to  prepare  themselves  or  others 
as  witnesses. 

Strictly  speaking,  the  term  direct  eviden- 
tial)/ use  may  describe  only  attempts  by 
the  prosecutors  to  offer  the  immunized  tes- 
timony directly  to  the  grand  jury  or  trial 
jury,  as  by  offering  the  testimony  as  an 
exhibit.  Hut  the  testimony  of  other  wit- 
nesses is  also  evidence  that  is  to  be  con- 
sidered by  the  grand  jury  or  the  trial  jury. 
When  the  government   puts  on  witnesses 


who  refresh,  supplement,  or  modify  that 
evidence  with  compiled  testimony,  the 
government  uses  that  testimony  to  indict 
and  convict.  The  fact  that  the  government 
violates  the  Fifth  Amendment  in  a  circu- 
itous or  haphazard  fashion  is  cold  comfort 
to  the  citizen  who  has  been  forced  to  in- 
criminate himself  by  threat  of  imprison- 
ment for  contempt.  The  stern  language  of 
Kastigar  does  not  become  lenient  because 
the  compelled  testimony  is  used  to  form 
and  alter  evidence  in  oblique  ways  exclu- 
sively, or  at  a  slight  distance  from  the  chair 
of  the  immunized  witness.  Such  a  looming 
constitutional  infirmity  cannot  be  dismissed 
as  merely  nonevidentiary.  This  type  of  use 
by  witnesses  is  not  only  evidentiary  in  any 
meaningful  sense  of  the  term;  it  is  at  the 
core  of  the  criminal  proceeding. 

In  summary,  the  use  of  immunized  testi- 
mony— before  the  grand  jury  or  at  trial — to 
augment  or  refresh  recollection  is  an  evi- 
dentiary use  and  must  be  dealt  with  as 
such. 

2.     Refreshment 

Both  the  trial  and  the  grand  jury  pro- 
ceedings involved  '"a  considerable  number" 
of  witnesses  who  had  "their  memories  re- 
freshed by  the  immunized  testimony," 
Kastigar  Memo.  (ii)8  F.Supp  at  'S\'A,  a  use 
of  compelled  testimony  that  the  District 
Court  treated  as  nonevidentiary.  Id.  The 
District  Court  suited  that  "|t]here  is  no 
way  a  trier  of  fact  can  determine  whether 
the  memories  of  these  witnesses  would  be 
substantially  different  if  it  had  not  been 
stimulated  by  a  bit  of  the  immunized  testi- 
mony itself"  and  that  "there  is  no  way  of 
determining,  except  possibly  by  a  trial  be- 
fore the  trial,  whether  or  not  any  defen- 
dant was  placed  in  a  substantially  worse 
position  by  the  possible  refreshment  of  a 
witness'  memory  through  such  exposure." 
A/,  at  314.  The  District  Court  found  that 
such  taint  occurs  in  the  "natural  course  of 
events"  because  "|m(einory  is  a  mysterious 
thing  that  can  be  stirred  by  a  shaggy  dog 
or  a  broken  promise."     Id.  at  313, 

|9.  10|  This  observation,  while  likely 
true,  is  not  dispositive  of  the  searching 
inquiry  Kastigar  requires.    The  fact  that  a 
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sizable  number  of  grand  jury  witnesses, 
trial  witnesses,  and  their  aides  apparently 
immersed  themselves  in  North's  immunized 
testimony  leads  us  to  doubt  whether  what 
is  in  question  here  is  simply  "stimulation" 
of  memory  by  "a  bit"  of  compelled  testimo- 
ny. Whether  the  government's  use  of  com- 
pelled testimony  occurs  in  the  natural 
course  of  events  or  results  from  an  unprec- 
edented aberration  is  irrelevant  to  a  citi- 
zen's Fifth  Amendment  right.  Kastigar 
does  not  prohibit  simply  "a  whole  lot  of 
use,"  or  "excessive  use,"  or  "primary  use" 
of  compelled  testimony.  It  prohibits  "uny 
use,"  direct  or  indirect.  From  a  prosecu- 
tor's standpoint,  an  unhappy  byproduct  of 
the  Fifth  Amendment  is  that  Kastigar  may 
very  well  require  a  trial  within  a  trial  (or  a 
trial  before,  during,  or  after  the  trial)  if 
such  a  proceeding  is  necessary  for  the 
court  to  determine  whether  or  not  the 
government  has  in  any  fashion  used  com- 
pelled testimony  to  indict  or  convict  a  de- 
fendant. 

(11)  We  readily  understand  how  court 
and  counsel  might  sigh  prior  to  such  an 
undertaking.  Such  a  Kastigar  proceeding 
could  consume  substantial  amounts  of 
time,  personnel,  and  money,  only  to  lead  to 
the  conclusion  that  a  defendant — perhaps  a 
guilty  defendant — cannot  be  prosecuted. 
Yet  the  very  purpose  of  the  Fifth  Amend- 
ment under  these  circumstances  is  to  pre- 
vent the  prosecutor  from  transmogrifying 
into  the  inquisitor,  complete  with  that  offi- 
cer's most  pernicious  tool — the  power  of 
the  state  to  force  a  person  to  incriminate 
himself.  As  between  the  clear  constitution- 
al command  and  the  convenience  of  the 
government,  our  duty  is  to  enforce  the 
former  and  discount  the  latter. 

1121  The  District  Court  ruled  that  "[i'jf 
testimony  remains  truthful  the  refresh- 
ment itself  is  not  an  evidentiary  use."  Id. 
at  314.  But  Kastigar  addresses  "use,"  not 
"truth."  If  the  government  uses  immun- 
ized testimony  to  refresh  the  recollection  of 
a  witness  (or  to  sharpen  his  memory  or 
focus  his  thought)  when  the  witness  testi- 
fies before  a  grand  jury  considering  the 
indictment  of  a  citizen  for  acts  as  to  which 
the  citizen  was  forced  to  testify,  then  the 
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government  clearly  has  used  the  immun- 
ized testimony  Even  if  'truthfulness'' 
were  the  focus  of  the  Kastigar  inquiry,  the 
present  record  does  not  disclose  the  basis 
for  the  determination  that  the  testimony  of 
any  witness  was  "truthful,"  nor  does  it 
indicate  how  we  might  review  such  a  deter- 
mination. 

The  IC  attempts  to  meet  North's  refresh- 
ment argument  by  relying  on  United 
States  v.  Apfelbaum,  4-15  U.S.  115.  124-27, 
100  S.Ct.  948,  953-55,  63  L.Ed.2d  250 
(1980),  for  the  proposition  that  Kastigar 
"prohibits  use  [of  immunized  testimony]  by 
the  prosecution,  not  by  others."  Brief  for 
Appellee  at  24.  The  IC  misreads  Apfel- 
baum, which  is  concerned  with  how  im- 
munized testimony  may  or  may  not  be  used 
rather  than  with  who  may  or  may  not  use 
it.  In  Apfelbaum,  the  Supreme  Court  stat- 
ed that  it  had  never  held  that  the  Fifth 
Amendment  precludes  all  use  of  immunized 
testimony  because  "[s]uch  a  requirement 
would  be  inconsistent  with  the  principle 
that  the  privilege  does  not  extend  to  conse- 
quences of  a  noncriminal  nature,  such  as 
threats  of  liability  in  civil  suits,  disgrace  in 
the  community,  or  loss  of  employment." 
Apfelbaum,  445  U.S.  at  125,  100  S.Ct.  at 
954  (emphasis  supplied).  North  does  not 
contend  that  the  government  violated  his 
Fifth  Amendment  right  because  he  re- 
ceived bad  press  as  a  result  of  his  immun- 
ized testimony,  or  that  he  has  been  unable 
to  find  employment.  Rather,  he  protests 
that  the  government  used  his  immunized 
testimony  to  secure  his  indictment  and  sub- 
sequent conviction  as  a  federal  felon.  Be- 
cause North  appeals  a  judgment  that  ap- 
parently violates  his  Fifth  Amendment 
privilege  by  the  imposition  of  criminal  sanc- 
tions, we  find  Apfelbaum  inapplicable  to 
this  case. 

The  IC  further  relies  on  Monroe  v.  Unit- 
ed States,  234  F.2d  49,  56-57  (D.C.Cir), 
cert,  denied,  352  U.S.  873,  77  S.Ct.  94,  1 
L.Ed. 2d  76  (1956),  for  the  proposition  that 
recollection  may  be  refreshed  with  inadmis- 
sible evidence  even  when  the  government 
violated  the  Fourth  and  Fifth  Amendments 
to  obtain  the  evidence.  In  Monroe,  this 
Court  allowed  an  undercover  police  officer 
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HAND  DEI.TVFRV 

Senator  Alfonae  M  D'Anuuo,  Chairman 
Senator  Paul  Sarbanes,  Ranking  Member 
Special  Committee  to  Investigate  Whitewater 
Development  Corporation  and  Related  Matters 
United  States  Senate 
Washington,  DC  20510-6075 

Dear  Senator  D'Amato  and  Senator  Sarbanes: 

I  have  accepted  service  of  subpoenas  from  the  Special  Committee  directing  our  client, 
David  Hale,  to  appear  for  deposition  on  June  7,  1996  and  testimony  on  June  12,  1996. 

I  have  advised  the  Committee  orally  and  now  confirm  in  writing  that  Mr.  Hale  will  claim 
the  protection  of  his  Constitutional  privilege  under  the  Fifth  Amendment  to  the  Constitution  of 
the  United  States  and  respectfully  decline  to  testify  at  deposition  and  at  a  public  hearing  if  he  is 
compelled  to  appear  in  response  to  the  subpoenas. 

In  the  absence  of  a  court  order  to  testify  and  a  grant  of  immunity  as  provided  by  Federal 
law,  any  testimony  by  Mr.  Hale  regarding  any  matters  before  the  Special  Committee  may  be  used 
against  him  in  some  fashion  in  connection  with  an  announced  criminal  prosecution  of  Mr.  Hale  in 
Arkansas  and  any  other  state  or  federal  prosecution 
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I  request  that  the  Special  Committee  afford  Mr.  Hale  the  courtesy  that  other  potential 
witnesses  before  Congressional  committees  are  accorded  routinely  of  recognizing  his  intention  of 
darning  his  Constitutional  privilege  and  excuse  him  from  the  embarrassment  and  adverse  public 
inferences  that  will  be  associated  with  having  to  appear  in  person  for  the  sole  purpose  of  stating 
his  privilege  claim. 


Very  truly  yours. 


JAM/jtf 

cc:        David  Hale 

WLMIMOJIII/I* 
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MEMORANDUM 

TO:  Michael  Chertoff  and  Bob  Guiffra 

FROM:  Richard  Ben-Veniste  and  Lance  Cole 

RE:  January  Deposition  Schedule 

DATE:  December  27,  1995 


Last  Tuesday  Michael  indicated  that  you  would  be  providing  us  with  a 
revised  witness  list  and  deposition  schedule.  We  are  awaiting  the  list  and 
schedule. 

We  also  note  that  among  the  many  subpoenas  that  were  sent  out  last 
week  there  was  no  subpoena  for  David  Hale.  Do  you  still  intend  to  call 
David  Hale  as  a  witness?  If  so,  we  should  prepare  subpoenas  compelling  the 
production  of  documents  and  his  appearance  for  deposition. 


We  look  forward  to  hearing  from  you. 
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MEMORANDUM 

To:  Michael  Chertoff  and  Bob  Giuffra 

From:  Richard  Ben-Veniste,  Neal  Kravitz  and  Lance  Cole 

Re:  David  Hale  Documents  and  Deposition  Testimony 

Date:  January  3,  1996 


Following  our  December  7,  1995  meeting  in  Chairman  D'Amato's  office  with 
Jane  Sherburne  and  David  Kendall,  the  Chairman  asked  us  to  work  with  you  to 
begin  the  process  of  having  David  Hale  appear  for  a  deposition.   At  that  time  we 
noted  that  this  process  would  take  some  time  if  the  Independent  Counsel  objected 
to  Hale's  providing  testimony  to  the  Committee  (as  his  staff  has  indicated  he  will 
do).   We  have  raised  the  Hale  issue  with  you  on  several  occasions  since  the 
December  7  meeting,  but  as  yet  you  have  not  agreed  to  take  any  steps  toward 
obtaining  Hale's  documents  or  testimony.   We  had  expected  that  a  document 
subpoena  for  Hale  would  be  among  the  "Arkansas  subpoenas"  you  prepared  at  the 
end  of  December,  but  it  was  not. 

Yesterday  we  raised  the  Hale  issue  again  with  Bob  and  Alice  Fisher.   In  a 
departure  from  what  we  had  previously  understood  the  Chairman's  position  to  be, 
Bob  told  us  yesterday  that  it  now  is  an  open  issue  whether  the  Majority  will  agree 
to  subpoena  Hale  for  a  deposition  in  advance  of  public  testimony,  or  even  to 
subpoena  Hale's  documents. 

We  believe  it  is  imperative  that  the  Committee  issue  subpoenas  to  obtain 
Hale's  documents  and  take  his  deposition.   We  also  believe  it  would  be 
inappropriate  and  an  abuse  of  the  Committee's  process  to  have  Hale  appear  as  a 
hearing  witness  without  first  deposing  him.   Because  any  further  delay  may  affect 
the  Committee's  ability  to  obtain  documents  and  testimony  from  Hale,  we  suggest 
that  the  Committee  promptly  subpoena  Hale's  documents.   In  the  cover  letter  to 
the  document  subpoena  we  should  inform  Hale's  counsel  that  the  Committee  will 
be  issuing  a  subpoena  for  Hale's  deposition  appearance  later  this  month.   The 
Independent  Counsel  should  be  copied  on  the  letter  to  Hale's  counsel  so  that  he 
will  be  on  notice  that  we  intend  to  depose  Hale  in  January. 

A  draft  document  subpoena  for  Hale  is  attached.    Please  look  over  this  draft 
and  let  us  know  as  soon  as  possible  whether  you  will  agree  to  proceed  in  this 
manner. 


Attachment 
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ATTACHMENT  A 

All  records,  regardless  of  format,  including,  but  not  limited  to,  e-mail, 
electronic  "dump  files,"  memoranda,  correspondence,  notes,  and  records  in  any 
other  medium,  including  drafts  of  any  of  the  foregoing,  within  your  possession, 
custody  or  control  that  reflect,  refer  or  relate  to  the  sources  of  funding  and  lending 
practices  of  Capital  Management  Services,  Inc.  ("CMS"),  and  its  supervision  and 
regulation  by  the  Small  Business  Administration,  including  but  not  limited  to: 

a.  the  $50,000  loan  made  by  CMS  to  County  Cable,  Inc.  in  or  about 
1985; 

b.  the  foreclosure  in  or  about  October  1985  by  David  Hale,  or  by  any 
company  owned,  operated  or  controlled  by  David  Hale,  on  a  mortgage 
by  Savers  Federal  Savings  &  Loan  that  Jim  Guy  Tucker  had 
guaranteed  for  Dan  Garner  in  or  about  1984; 

c.  any  loans  made  by  Madison  Guaranty  Savings  &  Loan  Association 
("Madison")  to  David  Hale  including,  but  not  limited  to,  $790,000  in 
loans  in  1986  for: 

(1)  a  fan  import  company  ($200,000); 

(2)  a  commercial  lot  off  Cantrell  Road  in  Little  Rock 
($290,000);  and 

(3)  a  farm  in  Yell  County  ($300,000), 

and  any  records  that  document  the  use  of  the  proceeds  of  such  loans; 

d.  the  $65,000  loan  made  by  CMS  to  Steve  Smith  doing  business  as  the 
Communications  Company  in  or  about  February  1986; 

e.  the  $150,000  loan  made  by  CMS  to  Castle  Sewer,  Inc.  in  or  about 
February  1986; 

f.  the  $825,000  loan  made  by  Madison  to  Dean  Paul,  Ltd.  in  or  about 
March  1986,  and  any  records  that  document  the  use  of  proceeds  of 
that  loan; 

g.  the  $300,000  loan  made  by  CMS  to  Susan  McDougal,  doing  business 
as  Master  Marketing,  in  or  about  April  1986,  including  but  not 
limited  to  any  records  that  document  the  circumstances  of  the  making 
of  that  loan; 


615 


the  assignment  of  Madison  common  stock  to  CMS  by  James  and 
Susan  McDougal  in  or  about  April  1987; 

the  $100,000  loan  made  by  CMS  to  Southloop  Construction 
Corporation  in  or  about  October  1987; 

the  $400,000  loan  made  by  CMS  to  Cole  Masonry  in  or  about  April 
1991  ; 

any  transaction  involving  Charles  Matthews,  Eugene  Fitzhugh  or 
David  Hale  relating  to  CMS,  including  but  not  limited  to  the  transfer 
of  $800,000  from  Prudential-Bache  accounts  to  CMS  in  or  about 
November  1988; 

any  communication,  contact  or  meeting  involving  Charles  Matthews, 
Eugene  Fitzhugh  or  David  Hale  relating  to  CMS; 

any  sales  of  burial  insurance  or  pre-paid  funeral  expense  plans  by 
David  Hale; 

any  letters,  documents,  or  other  records  allegedly  missing  from  the 
files  of  CMS  after  the  seizure  of  those  files  by  the  Federal  Bureau  of 
Investigation  in  July  1993;  and 

any  interviews,  meetings,  or  discussions,  in  person  or  by  telephone, 
with  Jeff  Gerth  of  The  New  York  Times,  or  any  other  reporter, 
relating  to  any  of  the  matters  in  items  (a)  through  (o)  above. 
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MEMORANDUM 


To:  Michael  Chertoff 

From:  Richard  Ben-Veniste 

Re:  David  Hale  Subpoena 

Date:  February  14,  1996 


Last  week  we  provided  Bob  Giuffra  and  Doug  Nappi  a  second  copy  of  the 
draft  subpoena  to  David  Hale  that  we  first  gave  them  in  early  January.   They 
have  returned  a  revised  draft  that  omits  several  categories  of  documents  that 
clearly  are  within  the  scope  of  S.Res.  120  and  would  further  our  investigation. 
The  first  omitted  category  is  comprised  of  documents  relating  to  certain  loans  to 
Jim  Guy  Tucker's  companies  by  CMS,  which  are  "lending  practices  of  [CMS]"  as 
defined  in  the  Resolution.  The  second  category  is  comprised  of  documents  relating 
to  Hale's  interviews  with  Jeff  Gerth  or  other  reporters.   Since  those  interviews 
reportedly  involved  the  same  matters  we  are  investigating,  we  should  obtain  any 
notes  of  the  interviews.   Finally,  the  revised  draft  Doug  and  Bob  prepared  omits 
our  request  for  documents  relating  to  Hale's  sales  of  burial  insurance  or  prepaid 
funeral  expenses.   This  matter  relates  to  the  propriety  of  Paula  Casey's  refusal  to 
accept  a  plea  from  Hale  without  a  proffer  and  an  opportunity  to  question  Hale 
about  his  other  illegal  activities  (the  "pig  in  the  poke"  issue  that  Irv  Nathan  and 
others  testified  about).  This  category  of  documents  may  shed  light  on  Hale's 
desire  to  avoid  the  requirements  normally  imposed  upon  a  defendant  in  plea 
bargain  negotiations  and  the  propriety  of  the  prosecutor's  determination  not  to 
depart  from  standard  Department  of  Justice  procedures. 

We  have  marked  the  subpoena  attachment  to  add  these  categories  of 
documents.   The  mark-up  is  attached.   I  strongly  urge  that  we  send  this  subpoena 
out  today  with  a  return  date  of  Friday,  February  23  (which  is  the  same  period  of 
time  that  we  have  been  giving  other  subpoena  recipients). 


Attachment 
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MEMORANDUM 


TO:  Michael  Chertoff 

FROM:  Richard  Ben-Veniste 

RE:  David  Hale  Testimony 

DATE:  February  22,  1996 


Last  Friday,  February  16,  the  Committee  prepared  a  document  subpoena  to 
David  Hale  in  care  of  his  counsel,  Theodore  Olson.   The  subpoena  was  served  on 
Tuesday,  February  20,  and  the  return  date  for  production  of  Hale's  documents  is  next 
Tuesday,  February  27. 

As  you  know,  for  several  months  I  have  been  urging  the  Majority  to  go 
forward  with  a  document  subpoena  and  deposition  notice  to  Hale.   Consistent  with  that 
position,  I  suggest  that  we  now  schedule  Hale's  deposition  for  the  week  of  February 
26.   Since  the  fall  of  1995  I  have  been  reminding  you  that  unless  the  Committee 
scheduled  Hale's  deposition  promptly:  (1)  we  would  not  know  with  certainty  whether 
Hale  would  refuse  to  testify;  and  (2)  even  if  Hale  did  not  assert  a  privilege  against 
testifying,  unless  we  scheduled  his  testimony  sufficiently  in  advance  of  the 
Tucker/McDougal  trial  we  would  run  into  logistical  problems. 

It  has  been  my  view,  having  in  mind  the  Committee's  stated  objective,  inter 
alia,  of  vindicating  the  reputations  of  persons  unfairly  accused  of  improper  conduct 
relating  to  Whitewater,  that  we  should  subject  Hale's  allegations  regarding  the 
President  to  critical  examination.   Although  Hale's  allegations  have  been  widely 
publicized  by  reason  of  his  willingness  to  meet  extensively  with  the  press,  thus  far,  to 
my  knowledge,  David  Hale  (as  compared  to  an  actor  playing  the  role  of  David  Hale  in 
the  Little  Rock  mock  trial  reportedly  staged  by  the  Independent  Counsel)  has  never 
been  subjected  to  cross-examination. 

Consonant  with  the  Committee's  stated  desire  to  proceed  expeditiously  with  its 
inquiry  irrespective  of  Independent  Counsel  Starr's  express  concerns  (see  the  letter  of 
October  2,  1995  to  Kenneth  W.  Starr,  Esq.  from  Chairman  D'Amato  and  Ranking 
Member  Sarbanes),  I  have  continued  to  remind  you  of  the  need  to  schedule  Hale's 
deposition  as  a  prelude  to  his  testimony  in  an  open  hearing.    On  December  7,  1995 
Chairman  D'Amato  specifically  asked  me  to  work  with  you  to  schedule  Hale's 
testimony.   Thereafter,  my  requests  to  secure  Hale's  deposition  were  rebuffed.   In 
recent  weeks,  you  have  advised  me  that  Hale's  scheduling  was  being  handled  directly 
by  the  Chairman,  who  has  consulted  with  both  Mr.  Starr  and  Mr.  Olson  on  this 
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subject.    You  have  implied  that  Mr.  Olson  has  communicated  Hale's  refusal  to  testify, 
but  you  have  not  been  specific  except  to  tell  me  that  Olson  had  two  Supreme  Court 
arguments  to  prepare  for.    Michael,  we  both  know  that  such  an  excuse  would  never  be 
tolerated  with  respect  to  any  other  witness.    Moreover,  when  I  telephoned  Mr.  Olson 
to  try  to  get  his  position  directly,  he  told  me  he  was  unwilling  to  discuss  the  matter 
except  with  the  Majority. 

As  you  know,  I  fully  support  the  proposition  that  the  Committee  should  forego 
calling  a  witness  who  represents  that  he  will  rely  on  a  constitutional  privilege  not  to 
testify.    It  is  quite  another  thing  for  the  witness  never  to  be  obliged  to  state  his 
position.    Michael,  let  me  be  very  direct  here.    I  am  concerned  the  argument  will  be 
advanced  that  because  Hale's  testimony  has  not  been  obtained  the  hearings  should  be 
extended. 

The  Minority's  repeated  (and  well-documented)  efforts  to  move  the  Committee 
forward  on  obtaining  Hale's  testimony  demonstrate  that  the  Committee  has  had 
adequate  time  to  obtain  that  evidence  if  it  had  wished  to  do  so.   Were  the  Majority  to 
argue  now  that  not  having  obtained  Hale's  testimony  is  a  reason  to  extend  the 
hearings,  it  would  be  a  distortion  of  the  record  of  this  investigation.   I  would  be 
particularly  disappointed  if  the  Majority  were  to  make  that  argument  after  I  repeatedly 
have  advised  you  of  my  concerns  that  Hale  not  be  used  as  an  excuse  to  extend  the 
hearings. 

Please  call  me  as  soon  as  possible  after  you  have  had  an  opportunity  to 
consider  this  matter.   We  should  require  a  decision  immediately  from  Hale  as  to 
whether  he  will  assert  any  privilege  against  testifying.   If  he  is  willing  to  testify  we 
can  schedule  him  before  February  29. 

If  Hale  is  willing  to  testify,  we  may  receive  the  assertion  that  it  is  now  too 
close  to  the  anticipated  start  of  the  Tucker/McDougal  trial  for  him  to  testify  before  this 
Committee.   We  would  then  be  obliged  to  decide,  on  a  bipartisan  basis,  whether  to 
demand  his  appearance  before  trial,  or  to  forego  calling  Hale,  recognizing  that  the 
substance  of  any  testimony  that  he  might  give  would  be  received  (and  tested)  in  the 
Tucker/McDougal  trial.   I  want  to  emphasize  that  under  any  of  the  foregoing 
scenarios,  it  would  be  wrong  to  use  Hale  as  an  argument  to  extend  the  hearings. 
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j  ATTACHMENT  A 

All  records,  regardless  of  format,  including,  but  not  limited  to,  e-mail,  electronic 
"dump  files,"  memoranda,  correspondence,  notes  and  records  in  any  other  medium, 
including  drafts  of  any  of  the  forgoing,  that  reflect,  refer  or  relate  to: 
I 
(a)  the  annrees  of  funding  and  landing  practices  of  Capital 
Management  Services,  Inc.  ("Capital  Management'),  and  its  supervision  and 
regulation  by  the  Small  Business  Adminiatration  (the  "9BA"),  including,  but 
not  limited  to: 

1.  any  communication,  contact  or  meeting  relating  to  Capital 
Management  involving  any  person,  other  than  your  personal  legal 
counsel  or  th*  Offioo  of  the  Independent  Counsel  COIC").  including, 
but  not  limited  to,  William  Jefferson  Clinton,  Hillary  Rodham 
Clinton,  any  present  or  fanner  employco  of  the  White  House,  the 
SB  A,  the  Rose  Law  Firm,  Mitchell,  Williams,  Selig,  Gates  & 
Woodyard  (the  "Mitchell  Law  Firm"),  James  Blair,  Webstar  Hubbell, 
William  Kennedy,  Bruce  Lindsey,  James  Lyons,  James  McDougal, 

Susan  McDougal,,  or  Betsy  Wright; 

2.  any  transaction,  communication,  contact  or  meeting  relating  to 
Capital  Management  involving  Charles  Matthews  or  Eugene  3    tl< 
Fitzhugh; . 


&sS.  the  $150,000  loan  made  by  Capital  Management  to  Castle  Sewer  \  oc.  - 

*\  &  Water  Corporation  in  or  about  February  1986:  »v  ci  e  ^  r 

4.  the  $825,000  loan  made  by  Madison  Guaranty  Savings  8c  Loan  f '         a 
Asanaatioa  or  any  affiliate,  subsidiary  or  Other  entity  owned  or  fv-c^fcc,.-* 
controlled  by  Madison  Guaranty  Savings  &  Loan  (collectively,  +"u    £•«■-* 
"Madison")  in  or  about  March  1986  and  any  records  that  document  c»VAc  ~x~ 
theuseof  the  proceeds  of  that  loan;  .          ' 

5.  thel  $300,000  loan  made  by  Capital  Management  to  Susan  «*»*»- 

McDongal,  doing  business  as  Master  Marketing,  in  or  about  April  [^  *  * , 

1 086,  including,  but  not  limited  to,  any  records  that  document  th«  r  &i 

circumstances  of  the  making  of  that  loan,  and  any  alleged  diversions  ,        r  *  i     T 

of  proceeds  to  Whitewater  Bovolopment  <3urporatlon  ("Whitewater^;  '"    °r  *' , 

ax  iC,frs    \,f    Dcv.A 

H-c^     or    loy    «- 

8.   any  letters,  documents,  or  other  records  allegedly  missing  from  the  8  ^                     i 

files  of  Capital  Management  after  the  seizure  of  those  files  by  the  c  "~"tTr)  *  ~ 

Paderal  Bureau  of  Investigation  in  July  1993;  or  o  ( * '  ^a    «r 

vy^Jk  iVcU  ,  0~    c 
Sc-.^jj  t,  Lo,,     t^-«"^      ~.—  6-^y 

&o«*.r     .--     .r      «>o-i  iMTl; 

02-10-98  O0:O6PM   P00J  SOS 
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(b)  the  ope 
but  not  limited  to: , 


a,  solvency,  and  regulation  of  Madison,  including, 


oramunxation,  contact  or  meeting  relating  to  Madison 
involving  any  person,  other  than  your  personal  legal  counsel  or  the 
2      OIC;  including,  but  not  limited  to,  William  Jefferson  Clinton,  Hillary 
oiinam  Clinton,  any  present  or  former  employee  of  Madison,  the 
its  House,  the  Arkansas  Governor's  Office  or  the  Mitchell  Law 
Firm,  Jamee  Blair,  William  Kennedy,  Bruee  Linda  ay,  James 
McDougal,  Susan  McDougal,  Betsey  Wright,  Stephen  Smith,  or  Lisa 
Anapaugh; 

i 
2.  the  Base  Law  Firm's  representation  of  Madison; 

i   '         \ 

A.   Maple  Creek  Farms  or  any  related  entity; 

K    ^ 

A.  Castle  Grande  Estates,  Castle  Sewer  &  Water  Corporation  or  any 
c  r   related  entity;  or 
?  ! 

/&.  Madison  Marketing;  or 

*         \ 

(c)  the  activities,  investments,  and  tax  liability  of  Whitewater,  and, 

as  related  to*  Whitewater,  of  its  officers,  directors,  and  shareholders;  or 

(d)  the  bond  underwriting  contracts  between  Arkansas  Development 
Finance  Authority  and  Lasater  &  Company. 

loe«s        yv~o.5«_        V>' 
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MEMORANDUM 

TO:  Michael  Chenoff 

FROM:  Richard  Ben-V'enisie 

RE:  Majority  Staff  Memorandum  of  February  23  Regarding  David  Hale 

DATE:  February  26.  1996 

I  was  disappointed  by  your  response  to  my  memorandum  of  February  22. 

Your  memorandum  of  February  23  does  not  respond  to  the  principal  point  of 
my  February  22  memorandum:    Why  did  you  wait  three  months  before  even  sending  a 
document  subpoena  to  Hale?   The  Chairman  stated  on  November  23  that  he  intended 
to  call  Hale  as  a  witness.   On  December  7.  after  our  meeting  with  Kenneth  Starr,  the 
Chairman  directed  the  staff  to  work  together  to  prepare  a  subpoena  to  Hale.    On 
December  22.  26.  and  27.  the  Majority  served  13  subpoenas  on  parties  in  Arkansas  -- 
including  James  McDougal  and  Jim  Guy  Tucker  --  but  did  not  serve  a  subpoena  on 
Hale.   The  Minority  questioned  the  omission  of  Hale,  then  prepared  a  subpoena  to 
Hale  and  provided  it  to  the  Majority  on  January  3.    In  our  transmittal  memorandum 
we  noted  that  further  delay  would  make  it  difficult  to  obtain  Hale"s  testimony  before 
February  29.    Still  you  resisted  sending  Hale  a  subpoena. 

In  the  meantime,  the  Majority  engaged  in  discussions  with  Hale's  new  counsel. 
The  Minority  was  excluded  from  those  discussions.    It  appears  that  Hale  and  his 
counsel  were  granted  considerations  that  have  not  been  extended  to  any  other  witness. 
Your  reference  to  avoiding  "the  unfortunate  result''  of  Hale  asserting  a  Fifth 
Amendment  privilege  is  a  complete  non  sequitur.    We  will  not  know  what  privileges 
Hale  will  assert,  if  any,  until  we  depose  him.    Hale's  plea  agreement  assures  Hale  that 
he  will  not  be  further  prosecuted  for  any  crimes  related  to  Madison  Guaranty  Savings 
&  Loan  or  Capital  Management  Services.  Inc..  and  he  is  expected  to  testify  about 
those  matters  at  the  McDougal/Tucker  trial.    Your  refusal  to  pursue  Hale's  testimony 
because  of  a  speculative  concern  that  he  might  assert  his  Fifth  Amendment  privilege 
simply  makes  no  sense  and  leads  me  to  believe  you  have  other  reasons  for  not  seeking 
Hale's  testimony  at  this  time. 

You  did  not  send  Hale  a  subpoena  until  February  20.    On  February  22  Hale's 
counsel  advised  the  Committee  that  all  responsive  documents  are  in  the  possession  of 
the  SBA  and  the  Independent  Counsel.    Again,  you  appear  to  be  giving  Hale  special 
treatment.    You  did  not  inquire  whether  Hale  or  his  counsel  maintained  copies  of  the 
documents.    Moreover,  vou  have  not  sought  to  obtain  his  documents  from  the 
Independent  Counsel,  as  you  have  done  with  other  witnesses  who  provided  their 
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original  documents  to  the  Independent  Counsel.    (See  Jan.  31.  1996  letter  from 
Douglas  Nappi  of  the  Majority  staff  to  Steve  Kubiatowski  of  the  Independent  Counsel 
staff,  requesting  copies  of  documents  produced  to  the  Independent  Counsel  by  Frost  £ 
Company.  Charles  James.  Danny  Ray  Lasater.  Robert  Palmer.  Yoly  Redden,  and  Chns 
Wade.)    Your  continued  efforts  to  shield  Hale  from  the  Committee's  fact-gathering 
process  suggest  that  you  are  more  interested  in  political  spin  than  obtaining  evidence. 

In  addition  to  your  nonreply  to  the  central  issue  in  the  Hale  matter.  I  must  take 
strong  issue  with  your  suggestion  that  the  Committee's  investigation  has  been  slowed 
by  the  Minority's  reluctance  to  schedule  depositions  while  the  Committee  was 
conducting  public  hearings.   Despite  the  fact  that  the  Majority  has  more  staff  and 
more  support  from  the  Banking  Committee  than  the  Minority,  the  Minority  has 
managed  to  cover  all  the  depositions  the  Majority  has  scheduled,  even  when 
depositions  were  scheduled  at  the  same  time  as  public  hearings'.    In  fact,  it  was  only 
after  Senator  Sarbanes  repeatedly  urged  you  and  Bob  Giuffra  to  pick  up  the  pace  of 
the  depositions,  and  the  Minority  staff  provided  a  list  of  proposed  witnesses,  that  the 
Majority  scheduled  any  depositions  of  Whitewater  witnesses.    I  look  forward  to  your 
explanation  as  to  why  the  Majority  did  not  even  seek  to  investigate  Whitewater  until 
the  eighth  month  of  the  Committee's  life,  and  then  only  at  the  insistence  ox  the 
Minority. 

Since  the  fail  of  1995  I  have  been  telling  you  that  I  would  not  sit  quietly  by  if 
the  timing  of  Hale's  testimony  were  to  be  used  as  a  justification  to  extend  the 
Committee's  investigation  beyond  the  February  29.  1996  target  date  for  conclusion.  I 
am  sorry  we  have  reached  the  point  where  my  personal  inquiries  to  you  are  responded 
to  by  the  faceless  "Majority  Staff."  and  that  the  substance  of  the  response  cannot  pass 
the  "red-face  test'"  associated  with  professional  lawyering. 
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MEMORANDUM 

TO:  Michael  Chertoff 

FROM:  Richard  Ben-Veniste 

DATE:  April  29,  1996 

RE:  David  Hale  Subpoena 


As  we  discussed  on  Friday,  I  would  like  to  subpoena  David  Hale  for  his  hearing 
testimony,  which  you  have  scheduled  for  Tuesday,  May  19,  and  for  a  deposition  prior  to  his 
hearing  testimony.    I  suggest  scheduling  the  deposition  for  Monday,  May  18.   Since  you  do 
not  feel  that  you  will  require  a  lengthy  deposition  examination,  in  light  of  Hale's  prior  trial 
testimony,  I  would  expect  that  we  can  complete  the  deposition  in  a  day. 

I  would  like  to  emphasize,  however,  that  we  should  send  a  subpoena  to  Hale 
immediately.    We  should  not  play  games  and  wait  until  the  last  minute  to  subpoena  him.   If 
we  subpoena  him  now,  he  will  have  plenty  of  time  to  consult  with  his  counsel  and  advise  the 
Committee  prior  to  May  19  whether  or  not  he  will  appear. 
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